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CoMPOSITION OF THE COMMITTEE 


Mr. Gary. The committee will come to order. We are starting this 
morning consideration of the budget estimates for the Treasury De- 
partment for the fiscal year ending June 30, 1952. Since this is the 
first meeting of the committee, I call attention to the fact that there 
have been some changes in the personnel of the committee this year. 
We are fortunate in retaining most of our former members, Mr. 
Fernandez, Mr. Passman and Mr. Canfield continue as members. We 
welcome two new members this morning: Mr. Alfred D. Sieminski, of 
New Jersey, a major in the Korean army who was serving in Korea 
when elected to the Congress. We are delighted to have him as a 
member of this committee. In addition, we have Mr. Earl Wilson 
of Indiana. 

I might state that Mr. Passman is not able to be here this morning. 
He has been called away because of the death of one of his very close 
friends. Mr. Earl Wilson is out of town and cannot be here. The 
other member is Mr. Benjamin James of Pennsylvania. We are glad 
to welcome these new members to the committee this morning. 

Mr. Canrietp, Mr. Chairman, may I say in passing that I am glad 
to salute Major Sieminski of New Jersey, on his becoming a member 
of this important Subcommittee on Appropriations, and wish him well. 
The subcommittee is pretty well weighted now in favor of New Jersey. 

I am glad to have at my side as a new member of the committee my 
colleague from Philadelphia, Pa., the Honorable Ben James who, let 
me point out to the committee and the Secretary and his staff, is the 
chairman of the Franklin Printing Co., former president of that com- 
pany ;a company which was ‘candied by old Benjamin himself and has 
continued in operation since 1728. Mr. James is a veteran of World 
War I, and a very valuable Member of the House of Representatives. 

As the chairman has stated, my other colleague on this side, the 
Honorable Earl Wilson of Indiana, is unable to be here. He is out 
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in his Midwest area on official business. He is a former farmer, former 
school teacher. He, too, is a very valuable Member of the House, 
serving since the Seventy-seventh Congress. 


PROGRAM OF THE COMMITTEE 


Mr. Gary. Mr. Secretary, for your benefit and the benefit of Mr. 
Johnson, I would like to state that the committee has held a pre- 
liminary meeting in which we agreed on procedure. I thought it 
might be helpful to you in planning your engagements to tell you 
that we have decided to continue our policy of last year of holding 
our hearings from 10 o'clock in the morning until 12, and from 2 until 
4 inthe afternoon. That will enable you to plan accordingly. It does 
not mean, of course, that we shall stop a witness in the middle of a 
sentence, but we are going to try to hold as closely as possible to those 
hours. 

Also we shall continue our policy of permitting each witness to 
finish his prepared statement before any questions are asked, and then 
the witness will be taken in turn by members of the committee, starting 
with the members of the majority, and then the minority. Each mem- 
ber of the committee will hold his questions until after preliminary 
statements have been completed. 


GENERAL STATEMENT 


We are delighted to have you with us this morning, Mr. Secretary, 
and we shall be very glad to hear from you at the present time. 

Secretary Snyper. Mr. Chairman and members of the Treasury 
Subcommittee on Appropriations, I come before you today to pre- 
sent the Treasury Department’s appropriation estimates for the fiscal 
year 1952. I would like to go over these estimates with you in some 
detail, and to discuss the basis upon which they have been prepared. 

Today the Nation is definitely in a state of national emergency. For 
the second time within less than a decade, we are being called upon 
to marshal our greatest military and economic strength to resist power- 
ful forces of aggression who seek to destroy our freedoms and our 
way of life. Therefore, all our energies must be devoted to the suc- 
cessful accomplishment of our defense goals and to the maintenance 
of the strength of our domestic economy. This means financial 
mobilization as well as military mobilization. Both are essential to 
the effective prosecution of the national defense program. 

We are entering the present mobilization program with a Federal 
debt of some $257 billion, as compared with a Federal debt of $61 bil- 
lion when we entered World War IT, and a debt of less than $25 billion 
at the height of the depression in 1933. We recall the apparently large 
undertakings of the Government when it was dealing with the de- 
pression problems of the thirties. In retrospect, the programs which 
were undertaken at that time were dwarfed by those which had to be 
initiated in the forties to cope with the problems of World War IT and 
its immediate aftermath. The situation we now face looms even larger 
than any of the past. For, I repeat, that not only as the leader of 
democratic nations, but for our own basic protection, this country 
must discharge the dual responsibility of channeling a major part of 
our productive power into defense production and of maintaining our 
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economy on an even keel. These two things we must do if we are 
to be successful in our united efforts with other free nations to bring 
peace to the world. 

As Secretary of the Treasury, it is my responsibility to formulate 
fiscal policy to meet the financing needs of our Government. And, 
in this time of mobilization, one of the most difficult and most impor- 
tant fiscal-policy problems is to successfully blend revenue measures 
and borrowing programs in such a way as to make the most effective 
contribution to the productive power of the Nation. 

Fortunately, we are starting this rearmament program with the 
finances of the Government in a relatively strong position. Revenues 
‘ame much closer to balancing expenditures in the calendar year 1950 
than in 1949. This reflects in part the recent high rate of business 
activity, and, in part, the increased taxes voted by the Eighty-first 
Congress. 

But we must not forget this important fact. As the defense pro- 
gram gets more fully underway, we cannot hope to maintain a balance 
between revenues and expenditures without a commensurate tax 
increase. 

While adequate tax revenues in relation to expenditures are the first 
essential of a sound Federal fiscal program, they are not the only 
essential. With a public debt of the present size the Government must 
also protect the investment of the millions of our citizens in Federal 
securities. ‘This means that the debt-management program will have 
to contribute in maximum degree to the stability and well-being of 
the Nation’s economy. 

As you know, in order to accomplish this, the Treasury has followed 
the policy of shifting the Federal debt from commercial banks into 
the hands of private nonbank investors. During the calendar year 
1950, holdings of Government securities by private nonbank investors 
reached an all-time peak. At the same time holdings by the com- 
mercial banking system declined to new postwar lows. The level of 
commercial banking holdings at the end of 1950 was down about $35 
billion from the postwar peak. 

This anti-inflationary action has without any doubt made a sig- 
nificant contribution both to the present high rate of business activity 
and to long-range programs for the modernization and expansion 
of the Nation’s industrial plant. 

Another important phase of public-debt-management policy has 
been to continue to promote the sale of savings bonds and to facilitate 
their wide distribution throughout the country. By the end of 1950 
there were some $5814 billion of savings bonds outstanding, with 
$3414 billion in series E bonds alone. This represents an increase of 
almost $10 billion since the close of World War IT financing. Today 
these savings bonds constitute 23 percent of the total public debt, the 
largest proportion reached since these bonds were first offered. At 
the end of the Victory Loan, savings bonds represented only 17 per- 
cent of the debt outstanding, and the percentage prior to the war was 
only about 5 percent. 

Our savings-bond program has played, and will continue to play, a 
most important part in assuring the financial health of our Nation. 
Money saved during World War II assisted materially in holding 
down wartime inflationary pressures. And it was this financial re- 
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serve held by the public which eased to a large extent business recon- 
versions in the postwar years. Just so, the money saved in today’s 
critical defense period will aid in directing us to sound peacetime 
prosperity after the present emergency is over. 

The United States has met many tests during the period of its 
existence, but no previous problem can compare to the crucial test 
that faces us today. 

And it follows that as in all vital elements of business and Gov- 
ernmental activity, the service demands upon the Treasury Depart- 
ment will be automatically increased. We have only to think back 
to our experience during World War II to recall how greatly a 
mobilization of our domestic resources increases the financial services 
which must be performed by the Treasury. During World War II, 
for example, the amount of currency in circulation increased four- 
fold, putting a tremendous additional burden on the offices of the 
Treasury which are charged with the responsibility for placing cur- 
rency and coins in circulation and administering their use. Already, 
a similar trend is in evidence. To take one example—during the first 
5 months of this fiscal year, the mint has sent into circulation more 
than double the number of coins delivered during the entire fiscal 
year 1950. Yet the increases in coins and currency needed to trans- 
act the Nation’s business are, of course, only a very small part of the 
added services which will be required of the Treasury as mobilization 
presents, since only a small part of either Government or private 
yusiness is conducted on a currency basis. The operations of the 
Treasurer’s Office and the Treasury’s Bureau of Accounts—which 
among other services cover all Federal receipts into the Treasury, 
prepare checks issued by the Federal Government, and give a full 
accounting for public moneys, appropriations, and funds of the Gov- 
ernment—are multiplied many times in a period of rapidly increas- 
ing Federal expenditures. Likewise, the increasing size and im- 
portance of the Treasury’s debt-management and borrowing pro- 
vrams bring greatly added burdens to the Bureau of the Public Debt. 

Vith respect to the Bureau of Internal Revenue, additional demands 
will have to be met in connection with the administration of new 
taxes and the processing of additional tax returns during a period 
when we are striving to increase the productiveness of our revenue 
system as rapidly as possible in line with increasing Federal costs. 

In addition to the greater responsibilities which fall upon the 
Treasury’s financial service bureaus during a period of mabhilination, 
there are added responsibilities in the nonfiscal area which must be 
undertaken by various bureaus of the Treasury Department. Among 
these are the added responsibilities of the Coast Guard, which must 
increase its strength to carry out its new duties of port security and 
which must build up a training force of reservists who can be called 
upon in this emergency to augment the regular Coast Guard force. 
Very much heavier responsibilities also fall upon the Secret Service 
and other Treasury enforcement agencies in carrying out new and 
enlarged activities related to the defense of our country. 

As you know, the majority of the appropriation estimates which the 
Treasury Department presents before this committee each year repre- 
sent appropriations for a wide variety of contractual obligations and 
other items over which the Department has no jurisdictional control. 
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These include such items as interest on the public debt, transfers to 
Government trust funds, and refunds of taxes and customs. 

However, in those areas in which the Secretary of the Treasury 
does have administrative control over appropriations—that is, in the 
service functions of our various bureaus—you may be sure that we 
shall take every measure to absorb, insofar as possible, the increased 
workloads necessitated by the defense effort. For it is my determina- 
tion that the Treasury shall carry out its increased responsibilities in 
this defense emergency with the least possible service cost to the 
Government. 

Fortunately, we are better equipped today than ever before to meet 
the heavily increased demands of the defense emergency. For the 
past 414 years we have carried on a management-improvement pro- 
gram in the Treasury to modernize our operations toward increased 
business efficiency and the reduction of operating costs wherever pos- 
sible. And, during this period, approximately $60 million of defi- 
nitely identifiable cbinie ae been made. A major portion of these 
savings has been applied to the processing of increased workloads 
and the strengthening of such activities as the front-line enforcement 
efforts of the Bureau of Internal Revenue, thereby reducing the 
necessity for increased appropriations. 

We will, of course, continue our efforts to reduce costs where we can, 
to improve the efliciency of the Department, and to render better 
service to the public. Current activities and accomplishments which 
have been made in our various bureaus and offices under this manage- 
ment-improvement program will be discussed at greater length when 
I present, later in this report, the specific appropriation requests for 
our various service functions. 

Despite the fact that the Treasury Department is today better 
equipped to meet the great demands which are being placed upon it, 
nevertheless added defense-related activities will require some increase 
in appropriations. 

At the present time, there is no way to accurately measure the full 
impact of our mobilization program on the service facilities of the 
Treasury Department. While certain military and production goals 
were announced only recently, it will be some time before this increased 
defense activity will be reflected in increased service operations by the 
Treasury. We do know, however, that the service demands upon the 
Treasury will necessarily increase with the stepping up of our 
mobilization program. 

In preparing estimates for the fiscal year 1952, we have included 
only those amounts essential to carry out currently known demands 
upon Treasury facilities. As developments on the national and inter- 
national front necessitate further increases in these service facilities 
to effectively carry out an accelerated mobilization program, we shall, 
of course, have to return and ask for additional appropriations. 

With your permission, I should like to insert in the record, at this 
point, a summary table showing our presently estimated requirements 
for 1952 as compared with actual appropriations for 1951. 
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Summary of annual appropriations for Treasury Department for 1951 and estimated 
requirements for 1952 

















































[Millions of dollars] 
Increase (+-) 
Description Appropria- Estimate, 
tion, 1951 1952 decrease (—-) 
A. Regular annual appropriations for operating the Treasury: 
(1) Collecting the revenue: 
Bureau of Internal Revenue. - $246. 8 $255. 5 +$8. 7 
Bureau of Customs........_.___. 36.8 38.3 +1.5 
(2) Fiscal service: 
IE RE Cay a ey ae Tes 13.1 14.1 +1.0 
Bureau of the Public Debt...._..___________- 50.3 52.9 +2.7 
Office of the Treasurer, United States_.._____- 5.2 21.1 +15. 9 
(3) Coin and currency: 
Bureau of Engraving and Printing...._______- 21.1 3.8 —17.3 
AI I nh awsemens 3.8 4.0 +.2 
(4) Other bureaus: 
ee Ona a ae Sey ie Sa 195.1 197.3 +2.3 
i 4. et aaa 1.8 2.1 +.3 
Secret Service Division ____- PRERIRC COPE TIE? 3.5 3.7 +.2 
(5) Administrative Offices of the Secretary. _..._..__- 2.9 2.7 —.2 
(6) Subtotal, regular annual appropriations for 
operating the Treasury. ................- 1 580. 4 595. 6 +15. 2 
B. Special annual appropriations: 
(1) Government losses in shipment_____.___.________- PE Acakantn ack aaes -.1 
(2) Damage claims, judgments, and private relief acts 8 & Senne Gane aegmoee —36. 6 
(3) Subtotal, special annual appropriations____- O67 Tevet —36.7 
C. Permanent appropriations: 
(1) Interest on the public debt_...............2.2._.. 5, 625.0 5, 800. 0 +175.0 
(2) Public debt retirements payable from ordinary re- 
ceipts and other statutory retirement accounts. 620. 1 620. 0 -.1 
(3) Educational exchange fund, payments by Finland, 
he be tee SSR IC IEE 4 4 —(%) 
(4) Loans to railroads after termination of Federal 
areal Dosleake RY Sealing aleaetialpt ‘aaite ties Be 5 7) +() 
(5) Replacement of personal property sold_______- es 1 % F SEES NS SEE 
(6) Interest on uninvested trust funds.._____________- 7.2 4.9 —2.3 
(7) Refund of moneys erroneously received and cov- 
| RE NERS EN, PIR Sees SOT aes ee uget 2.0 2 XY Beiter ds ae eoer 
(8) Contingent expenses, public moneys_._._______- 5 8 +() 
(9) Refunds and draw-backs, customs. _.__........__ 16,0 ME Ravcccusckscit 
(10) Refunding internal revenue collections. _______- 2, 399. 0 2, 768. 0 +369. 0 
(11) Contributions for annuity benefits, Secret Service x | Oe Welosi cinders ns 
(12) Subtotal, permanent appropriations_._._________- 8, 670.9 9, 212.4 +541.6 
D. Total, general and special accounts__._.........-...--_-_- 9, 287.9 9, 808. 0 +520. 1 
ee 1 Se OR a ERED IS USS a 4, 653. 0 5, 619.9 +967. 0 
F. BR Bara ap alta % eli ie ea li pk ra 13, 940.0 15, 427.9 +1, 487.0 





a Net of reductions in the amount of $1,750,500 required under sec. 1214 of the General Appropriation Act, 
1951. 
? Less than $50,000. 


As you will see from this table, the total estimates for the Treasury 
Department for the fiscal year 1952 amount to $15.427,900,000. Most 
of this sum, as you are aware, represents appropriations for expendi- 
tures which are determined in amount by statutory and other obliga- 
tions with respect to which the Treasury has no administrative control. 
For the fiscal year 1952, these items total $14,832,300,000, or 96 percent 
of our total requirements. They include, as you will note, such sub- 
stantial sums as interest on the public debt, $5,800,000,000; transfers 
to Government trust funds, $5,619,900,000; and refunds of taxes and 
customs amounting to $2,784,000,000. 

The appropriations over which I exercise direct administrative 
jurisdiction are grouped in the first part of the table and amount, as 
you see, to $595,600,000. This sum represents an increase of only a 














7 





little more than $15,000,000 over the appropriations for the fiscal year 
1951. The major part of this increase is necessitated by additional 
workloads in collecting the revenue, processing the innumerable 
financial transactions of the Government, and carrying out increased 
port-security activities and implementing the strength of the Coast 
Guard. This increase also includes the additional cost to Treasury 
of within-grade salary advancements authorized by law for Federal 
employees and pay for the one extra working day in 1952. 

I should like to take up separately the particular service activities 
of our various bureaus, and present a more detailed analysis of their 
individual appropriation needs. 


BUREAU OF INTERNAL REVENUE 


Nearly one-half of the regular annual appropriations requested for 
operating the Treasury during 1952, or $293,800,000, is needed to cover 
the cost of collecting the revenue. Of this amount, $255,500,000 is 
requested for the Bureau of Internal Revenue. 

The Bureau of Internal Revenue is the largest organizational unit 
of the Treasury Department, representing over 60 percent of our total 
employees. The Bureau is responsible for administering the tax laws, 
se collecting the revenues jaa which provide our Govern- 
ment with its principal source of income. During the fiscal year ended 
last June, the Bureau collected about $39,000,000,000 and processed 
some 220,000,000 tax returns and directly related informational docu- 
ments. It is a tremendous tribute to the cooperative spirit of the 
average American taxpayer, as well as to the Bureau staff, that this 
task was carried out by fewer than 56,000 Bureau employees. 

For the fiscal year 1952, the Bureau is requesting a total appropria- 
tion of $255,500,000. This represents an increase of $8,680,000 over 
the amount provided for 1951. Virtually the entire increase reflects 
the annualizing, or adjustment to a full-year basis, of the new posi- 
tions and expenditures that were authorized by the Congress to start 
during the later part of the current fiscal year. 

Obviously, didenns mobilization with its attendant need for greater 
revenues directly affects the work of the Bureau. New tax legislation 
already enacted will mean a substantial increase in the total workload. 
Specifically, I have in mind the Social Security Act amendments of 
1950, the Revenue Act of 1950, and the new excess-profits tax law. We 
appreciate the fact that the administrative aspects were not overlooked 
when these bills were being drafted, for the result is that many desir- 
able simplifications will be possible in collection and enforcement pro- 
cedures. But, inevitably, new taxes and more tax returns will entail 
additional work, and particularly so during their launching period. 

We are not, at this time, requesting funds for further expansion of 
the Bureau’s enforcement staf, Nevertheless, I should like to point 
out that there is no lessening in the size or seriousness of the enforce- 
ment problem. The course of events in the next few months will de- 
termine whether or not a request for further funds is necessary. We 
are now in the process of reviewing and reappraising our entire audit 
program. The audit-control program, a system of sampling tax re- 
turns for determining characteristic errors, is yielding information 
of real value for this purpose. The results have enabled us to make 
constructive revisions in our procedures in an effort to obtain greater 
effectiveness in the enforcement program. 
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In line with established policy, the economies resulting from the 
Bureau’s management-improvement program have been directed to- 
ward strengthening enforcement activities. This explains in part the 
reversal of the downward trend in the dollar volume of additional 
assessments. A year ago I invited your attention to the decline in 
additional assessments arising from audit and investigative work, and 
suggested that the primary causes of this decline—reduced tax rates 
and drop in number of excess-profits tax returns under investigation— 
would continue to be operative for several years. We anticipated that 
the additional assessments of all types of taxes during the fiscal year 
1950 would amount to $1.600,000,000. Actually, however, the final 
figure for 1950 was $1,748,000,000. Thus, although this is $14,000,000 
under the additional assessment total for 1949 it is $148,000,000 above 
our estimate for 1950. Furthermore, additional tax assessed during 
the first 4 months of fiscal year 1951 totals $585,000,000, as compared 
with $541,000,000 during the corresponding period of 1950. Therefore, 
it is apparent that the downward trend has been reversed, despite the 
continuing presence of the factors that I have just mentioned. The 
explanation is to be found in the larger number of audits and investi- 
gations now being made, which of course is made possible by a larger 
staff of enforcement officers. 

The benefits and economies achieved through the Bureau’s man- 
agement-improvement efforts have contributed a good deal toward 
our enforcement requirements. We have told you previously about 
these efforts to obtain greater operating economy and efficiency: so 
now I take pleasure in reporting to you that the anticipated bene- 
fits have matured into actual results of record. A year ago I esti- 
mated that the Bureaun’s savings during 1950 would be about 1,000.- 
000 man-hours. As it turned out, the actual savings exceeded 
this estimate. However, it would be overly optimistic during this 
period to anticipate that we would be able to report additional sav- 
ings of such large volume in the immediate future. At the same time, 
we are confident that important economies may yet be realized, and 
there will be no lessening in our efforts to obtain such benefits. 

Our management-improvement efforts have achieved results in 
many forms and directions—better organization and assignment of 
functions; better mechanical equipment for handling mass clerical- 
type operations; simplified work processes; and elimination of obso- 
lete procedural requirements. Doubtlessly, Commissioner Schoene- 
man will give you a more detailed account of these developments, but 
T would like to mention specific Bureau accomplishments which have 
particularly impressed me. 

An important organizational revision was accomplished by the Com- 
missioner’s delegation of certain authority to the two assistant com- 
missioners, and the assignment to each of definite functional responsi- 
bilities. One assistant commissioner now exercises general superin- 
tendence over the technical functions, and the other assistant commis- 
sioner exercises general superintendence over all operating activities 
of the Bureau. This has resulted in clearer lines of responsibility and 
more effective supervision through specialization at the top-manage- 
ment level. 

A related step was the establishment of a budget-review committee, 
headed by the Assistant Commissioner in Charge of Operations, to re- 








RIE: 





7) 


view and coordinate the budget estimates submitted by the heads of the 
several operating units of the Bureau. Benefits have been realized 
by way of closer conformity to the requirements of the performance- 
type budget, forward planning of work programs, and greater bal- 
ance in the over-all pattern of Bureau activities. 

The third item is the progress being made toward the development 
and installation of a comprehensive system of cost reporting, with the 
resuling data broken down by activities, by specific operational steps, 
and by offices. Cost reporting was carried on in 27 collectors’ offices 
on an experimental basis during 1950. With this experience as back- 
ground, the system was developed and refined sufficiently to warrant 
its installation in all collection districts beginning January 1 of this 
year. Continuing analysis will doubtless result in further revision 
and simplification of the system. It is only a question of time, there- 
fore, until a cost-reporting system has been so perfected as to content 
and method of operation that it is suitable for installation on a Nation- 
wide basis in all offices of the Bureau, both departmental and field. 
Then, Bureau officials will be provided with accurate, detailed cost 
data that is much needed as a tool of management. 


BUREAU OF CUSTOMS 


The Bureau of Customs is the other revenue-collecting agency of the 
Treasury Department. Besides the responsibilities assigned to it for 
the assesement and collection of duties upon imported merchandise, 
the major functions of this Bureau also tighide the entering and clear- 
ing of vessels, the supervision of the discharge of cargo, and the in- 
spection of international traffic by vessel, highway, railway, and air. 

As you know, the unprecedented workload increases in this Bureau 
have necessitated a request for a supplemental appropriation in the 
fiscal year 1951. The 1952 budget of $38,300,000 contemplates the 
continuation of the additional personnel requested for 1951. The 
remainder of the $1,500,000 increase over the 1951 appropriation is 
accounted for, in the main, by within-grade and trainee-to-journey- 
man promotions. There are also offsettting decreases which pri- 
marily represent transfer of rental expenses to the General Services 
Administration. 

With respect to the customs management-improvement program, 
I am able to report that nearly all of the 180 recommendations which 
grew out of the McKinsey & Co. report and other Bureau studies 
have been investigated and evaluated. Of the total, 85 percent have 
been accepted and nearly half of these recommendations are now 
in effect. Of those not yet in effect, 16 recommendations, which 
involve legislative changes, have been incorporated into the customs 
simplification bill of 1950, which was submitted to the Congress last 
May. Although the Congress has been unable to take action on this 
proposed bill, no doubt because of the urgency of the military situa- 
tion, we sincerely hope that the proposal will be passed in the near 
future. If the bill is enacted, the laws which have been an impedi- 
ment to international trade will be greatly simplified, and the admin- 
istration of the customs service will accordingly be less difficult. 

_ During the fiscal year 1950, actual savings from the management- 
improvement program totaled more than a half a million dollars. 
These savings have been applied toward meeting the ever-increasing 
volume of incoming merchandise ; but, despite them, customs, with its 
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present staff, cannot properly handle its responsibilities. From prac- 
tically every importer’s group in the country, and from dozens of 
individual concerns, we have received complaints concerning delays 
which are traceable directly to insufficient customs personnel. a 
resentatives of importing groups assure us that for the foreseeable 
future orders for foreign merchandise by private commercial sources 
will result in a continued flow of goods, similar to that of the past 
few months. It is believed that the supplemental appropriation for 
1951 will provide substantial relief for the current situation. With 
no let-up in sight, the continuation of this staff in 1952 is essential. 

Commissioner Dow and members of his staff will, of course, be glad 
to discuss this request, and any other phases of the customs picture 
in which you may be interested, to the extent that your time will 
permit. 


{ 


FISCAL SERVICE 


I should now like to discuss the requested appropriation for the 
Treasury bureaus grouped under “Fiscal service.” These three 
bureaus—the Bureau of Accounts, the Bureau of the Public Debt, 
and the Office of the Treasurer of the United States—together with 
the Bureau of Engraving and Printing and the Bureau of the Mint, 
represent the major Treasury service organizations having only a 
limited amount of control over the volume of work to be performed. 


BUREAU OF ACCOUNTS 


With respect to the Bureau of Accounts, we are requesting an appro- 
priation of $14,095,000 for the fiscal year 1952. Appropriations for 
this Bureau provide for a variety of fiscal functions relating to the 
accounting and control of appropriations made by Congress for the 
various executive departments and agencies of the Government with 
the exception of the postal service. They further provide for the 
maintenance and operation of a Nation-wide field disbursing organi- 
zation, the preparation of financial statements and reports reflecting 
the fiscal transactions of the Government, the covering of receipts into 
the Treasury, the operation of the Government’s depositary system 
and the full accounting for all public moneys, appropriations, and 
funds of the Government. 

The operations of the Bureau of Accounts are conducted on a current 
day-to-day basis. For the fiscal year 1952, the volume of transactions 
is expected to exceed the 1950 figure, even though we are not now 
attempting to estimate the number of increased financial transactions 
which will result from the expansion of our defense mobilization 
program. 

The planning and operation of a program of this magnitude without 
impairment to the pails service is no small task. Yet, I feel that we 
have made some progress in streamlining operations and reducing 
costs. The most notable of these was the recent program involving the 
issuance over a period of about 5 months of some 15,000,000 dividend 
checks to policyholders of national-service life insurance. The cost 
per check in this operation was only about 314 cents. This is the 
lowest average check cost ever attained in the Government service. 
All improvements which have resulted in savings have been reflected 








11 


in the 1952 appropriation estimates, notwithstanding increased cost 
of labor and supplies which are already apparent in certain com- 
modities. 

At the hearings before your committee last January 1, I gave you 
a report on the joint improvement program of the General Accounting 
Office, Bureau of the Budget, and Treasury Department, in connection 
with the Government’s system of accounting and financial reporting. 

Since then, further progress has been made. An outstanding devel- 
opment was the enactment, several months ago, of the Budget and 
Accounting Procedures Act of 1950. This legislation lays a solid 
foundation in law for carrying out the policies and objectives of the 
joint program to make the Government’s budgeting, accounting, finan- 
cial reporting, and auditing more effective. Also of importance is the 
fact that this legislation provides certain flexibility that was urgently 
needed for putting into effect more economical and efficient procedures 
for obtaining maximum benefits from work going forward under the 
program. By way of illustration, the Comptroller General and 
myself, under authority of the new act, have issued our first joint 
regulation to simplify certain procedure of the existing warrant sys- 
tem. Under this regulation, all collections representing repayments 
to appropriations are deposited directly into the accounts of disbursing 
officers. It is no longer necessary to issue warrants to cover the repay- 
ments into the Treasury and then es gece them for advance to the 
disbursing officers. This has not only eliminated paper work in the 
several departments and agencies but also delay in making funds 
available for disbursement. Other changes in the warrant procedure, 
with a view to simplification, are in prospect but can be put into effect 
only when a careful determination has been made that accounting con- 
trol will not be impaired or essential information lost. 

Shortly after the new Act took effect, I issued a statement of policy 
concerning the manner in which the law was to be carried out as it 
affects the Treasury Department. I also made arrangements with 
the Comptroller General for the full collaboration of his office in pro- 
viding the Treasury Department with the strongest and most efficient 
system of accounting and internal control possible and the means 
of producing central reports which will serve the practical needs of 
the Government. On the basis of this cooperative arrangement we 
now have projects under way with these objectives: (1) Appraising 
the accounting and financial reporting in the Treasury Department, 
both departmentally and from the standpoint of individual bureaus; 
(2) developing a comprehensive plan for whatever reorganization 
and improvements of accounting and financial reporting appears nec- 
essary or desirable; and (3) putting the plan, in the ultimate form 
adopted, systematically into effect. In the joint program to elimi- 
nate duplication of accounting the Comptroller General has already 
abolished the Accounting and Bookkeeping Division of the General 
Accounting Office, thereby eliminating certain account keeping and 
other activities which paralleled those of the Treasury Department. 

Meanwhile, ptharseret progress is being made on strengthening and 
improving the accounting in various bureaus of the Treasury Depart- 
ment, notably the United States Coast Guard, the Bureau of Engrav- 
ing and Printing, the Bureau of Internal Revenue, and the Bureau of 
Customs. As you know, legislation was obtained at the last session 
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of Congress to enable the Bureau of Engraving and Printing, effective 
July 1, 1951, to use a business-type budget and revolving fund in 
financing its operations, together with an industrial system of account- 
ing and commercial-type audit. The new budget presentation and 
request for an appropriation to provide initial cash as working capital 
has been submitted to this committee. The new system of accounting, 
however, has been designed and is being installed during the current 
fiscal year. i 

During the past year special attention has been devoted to improv- 
ing budgeting, accounting, and reporting in the management of each 
bureau and from a departmental standpoint with respect to adminis- 
trative expenses of the Treasury Department. In that connection, 
regulations have been prepared, in compliance with section 1211 of 
the General Appropriation Act, 1951, establishing the policy and 
basic requirements for a system of administrative control over the 
expending of appropriations and fixing responsibility for violations 
of the law in that respect. 

In addition to the work that is being done within the Treasury 
Department, the accounting staff of the Department has continued 
to participate actively with both the General Accounting Office and 
the Bureau of the Budget in work under the joint accounting program 
which has Government-wide implications. I will be glad to see that 
the committee, if it so desires, is furnished with more details of the 
joint program through a progress report which is now being pre- 
pared jointly by the staffs of the General Accounting Office, Treasury 
Department, and Bureau of the Budget. 


BUREAU OF THE PUBLIC DEBT 


The second bureau included under the Fiscal Service is the Bureau 
of the Public Debt. This Bureau is charged with the issue and re- 
tirement of all public debt securities, with maintaining detailed ac- 
counts with respect thereto, and with the intermediate functioning of 
authorized transactions involving them. 

For each of the past six successive fiscal years this Bureau has been 
able to show a reduction in its requests for funds. But, for the first 
time since the fiscal year 1945, and notwithstanding that an estimated 
savings of approximately $540,000 will be realized from management 
improvements, an increase in the amount of $2,650,000 is requested for 
its operations during the fiscal year 1952. The increase in requirements 
stems largely from the first heavy maturities of series E savings bonds 
which were sold in May 1941, and which will continue to mature in 
increasing numbers for the next few years. 

The funds requested for the Bureau of the Public Debt for the fiscal 
year 1952 include $4,867,600 for promoting the sale of savings bonds. 
This estimate, as you know, includes the Savings Bond Division, and, 
as I have pointed out, savings bond sales will continue to play a vital 
role in the maintenance of the economic and financial welfare of 
our Nation. 


OFFICE OF THE TREASURER OF THE UNITED STATES 


The last of the three bureau units grouped under Fiscal Service is 
the Office of the Treasurer of the United States. This office is the 
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banking facility for the entire Federal establishment and, as such, 
is strictly a service organization. 

Estimated requirements under this appropriation for salaries and 
expenses for 1952 are $15,925,000 in excess of the funds available for 
the current year. However, $15,861,265 of this increase represents 
funds necessary to reimburse the Bureau of Engraving and Printing 
for certain work and services, as contemplated under Public Law 656, 
Eighty-first Congress, heretofore financed from other appropriations. 
Thus, the actual increase in requirements for services comparable 
to those currently being financed from this appropriation is but 
$65,735. 

The amount requested to reimburse the Bureau of Engraving and 
Printing for completed currency will provide the very minimum 
number of notes necessary to replace soiled and badly worn bills 
withdrawn from circulation and presented for retirement. No pro- 
vision has been made for increasing the volume in circulation or the 
standard of fitness. The urgency of the currency situation was 
stressed in my statement to your committee last January and again 
in a letter addressed to your chairman under date of August 3, 1950. 
In the fiscal year 1952, the volume of services required of the Treas- 
urer’s Office will continue to increase. Additional funds will be 
needed to grant within-grade promotions required by law and for pay 
in excess of the 52-week base. In view of these factors, the request 
for only $63,735 in excess of funds appropriated for the fiscal year 
1951 is possible only because of the very real accomplishments of this 
Office in effecting economies. 

However, I deem it of extreme importance again to point out that, 
while the 1952 budgetary requirements for the Treasurer were deter- 
mined upon the best information and work load estimates presently 
available, the changing international situation compels the realization 
that this estimate may have to be revised upward at a later date. In 
determining the possible effect financial and military mobilization may 
have upon the Office of the Treasurer, it would seem logical to con- 
sider employment in that Office over the period before and during 
World War II. The records show that the number of employees on its 
payroll increased from 1,478 on June 30, 1941, to 3,138 on June 30, 1944. 
The 1952 estimate provides for an average of 1,439 employees, or 5 
less employees than provided for in the current fiscal year. 

Before leaving the Fiscal Service, I would like to call the com- 
mittee’s attention to the report of the House Civil Service Subcommit- 
tee on QOverstafling. The committee report (No. 2457, pt. III) 
alleged, among other things, that the Fiscal Service could be reduced 
by approximately 1,500 employees. This charge was made without 
supporting statements and the Treasury Department reply clearly 
points out with substantiated data the inaccuracies of this and other 
statements in the subcommittee report. At the conclusion of my state- 
ment I would like to add as a part of the record the Department’s 
reply to this report. 

COIN AND CURRENCY OPERATIONS 


I come now to the appropriations for the two bureaus represented 
in the “coin and currency” operations of the Treasury—the Bureau 
of Engraving and Printing and the Bureau of the Mint—which are 
responsible for the manufacture of the Nation’s money. 
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The Bureau of Engraving and Printing designs, engraves, and 
rints currency, bonds, certificates, stamps, and various other official 
ocuments and forms for the United States Government. At present 

about two-thirds of the work is financed by annual appropriations 
mage directly to the Bureau and one-third is financed by reimburse- 
ments. 

However, the enactment of Public Law 656 of August 4, 1950, pro- 
vides for a working capital fund method of financing the operations 
of the Bureau, placing all operations on a cempleiety reimbursable 
basis and providing for business-type accounting and budgetary pro- 
cedures, beginning July 1, 1951. The General Accounting Office and 
the Bureau of Accounts of the Treasury Department are currently 
assisting the Bureau in developing a system of accounting with fea- 
tures generally applicable to manufacturing operations. It has been 
determined that $3,800,000 is the minimum amount required to cover 
the cost of operations during the period which will elapse from the 
date that work is commenced under the revised system until the date 
that funds are available through reimbursements for such work. 

The principal functions of the Bureau of the Mint consist of the 
manufacture of domestic and foreign coins; the acquisition of gold 
and silver, payments for which are made on the basis of mint assays; 
the safeguarding of the Government’s holdings of the monetary 
metals, including coins in processing stages until finished and issued ; 
the refining of gold and =F ait the administration of regulations per- 
taining to gold and silver, including the issuance of licenses for the 
acquisition, ownership, possession, use, and exportation of gold for 
industrial, professional, and artistic purposes; and the production of 
medals and other decorations. 

In view of the extraordinarily large demand for coin during the 
first half of this fiscal year, and lack of evidence of any abatement, it is 
doubtful whether the $3,990,000 appropriation presently requested 
for the mint will suffice to carry it to the end of the fiscal year 1952, 
although this amount is $210,000 in excess of the 1951 fiscal year 
appropriation. 

The demand for coins during the first part of the fiscal year 1951 
has broken all records, except for the World War II period. This 
condition contrasts sharply with that of the fiscal year 1950 when there 
was a drastically curtailed demand for coin. The Mint, in fact, re- 
duced its force 25 percent in the 1950 fiscal year and effected a savings 
of $1,000,000 in its appropriation. 

Coincident with the outbreak of the Korean War in June, attended 
by accelerated defense activity, there developed heavy and constantly 
increasing orders for both silver and minor coins. During the first 
part of this fiscal year, from July through November, the Mint has 
sent into circulation about 900,000,000 coins; almost double the amount 
delivered during the entire fiscal year of 1950. This heavy demand 
quickly exhausted the stocks on hand, which amounted to about 
416,000,000 coins on July 1, 1950, and necessitated recourse to such 
emergency measures as overtime, temporary curtailment of noncoin- 
age functions, and formation of extra shifts. These factors, together 
with the high-powered performance of the modern machinery recently 
installed at the Denver Mint, have served practically to double in 
recent months normal coin-production capacity. 
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The estimate for the Mint is based upon the assumption that the 
metals for coinage now prescribed by law will continue in use. Should 
the shortage of nickel and copper become so acute as to require substi- 
tution the Mint will, of necessity, adopt substitute alloys. 


UNITED STATES COAST GUARD 


In regard to the Coast Guard, we are asking for an appropriation of 
$197,300,000. This appropriation will not only enable the Coast 
Guard to maintain its program at substantially the same level as in 
1950 and 1951, but will also provide for the new program of port 
security and the continuation of the reserve training program initiated 
in the fiscal year 1951. 

As you know, the Coast Guard has undertaken the responsibility for 
port security, beginning on October 18, 1950. The development of 
the Coast Guard strength to carry out the new duties under this pro- 
gram is currently in progress. The building up of men and equip- 
ment will be substantially completed during the current fiscal year. 
The port security program appears in this presentation of Coast 
Guard estimates for 1952 as a new and separate activity. 

The reserve training program, initiated at the outset of the current 
fiscal year is, likewise, in its first stage—that is the building up of a 
trained force of reservists who may be called in an emergency to 
augment the regular Coast Guard force, primarily in connection with 
port security activities. In presenting the estimates for 1952, we 
are asking for an appropriation for this purpose of $2,000,000, an 
increase of $1,000,000 over the amount appropriated for fiscal year 
1951. However, in the light of current international developments 
affecting the security of the United States, this increased request will 
undoubtedly be insufficient to provide an appropriate nucleus of 
trained reservists on which an expanded program can be built in an 
emergency. 

The estimates for replacement of Coast Guard aircraft for 1952 
contemplates the procurement of 12 planes to replace overage aircraft 
now in service which are unsafe for further use and must be with- 
drawn from operations. 

Before leaving the Coast Guard, I should like to mention that con- 
tinued progress is here being made in the field of management im- 
provement. I am pleased to state that the twin programs for the 
streamlining of Coast Guard accounting and supply systems have been 
advanced materially within the past year. It is expected that with 
the virtual completion of these two programs during the fiscal year 
1951, a permanent foundation will have been provided for future im- 
provements. In this connection, I should also like to mention that 
two surveys have been completed by private management firms. The 
first is a survey of industrial and management practices at the Coast 
Guard yard. The second is a job classification survey of typical Coast 
Guard units with the objective of developing standards and pro- 
cedures for classifying military and civilian jobs and of making rec- 
ommendations for application of work measurement factors within the 
Coast Guard. These surveys are now under study, and the indications 
are that they will produce contributions of substantial value to the 
service. 
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BUREAU OF NARCOTICS 


The next request which I want to mention is the estimated approp- 
riation of $2,100,000 for the Bureau of Narcotics in the fiscal year 
1952. At its present strength of 188 agents, the field force of the 
Bureau of Narcotics remains about 25 percent below the level at 
which this force was maintained during the several years preceding 
World War II. The illicit narcotic traffic is as widespread now as 
it was then; in fact, narcotic conditions have grown steadily worse 
since my report to you about a year ago. 

Heroin, the principal drug in the illicit traffic, has appeared in every 
State in the Union in increasing quantities. The increased puriy 
of the heroin now being encountered and the declining prices at which 
it is being offered show that the Bureau of Narcotics 1s unable, with 
its present number of agents, to cope with this illicit traffic—this, not- 
withstanding the fact that approximately 1,100 more arrests for 
violations of the Federal narcotic laws were made during the fiscal 
year 1950 than in the preceding year. 

The Public Health Service Hospital for addicts at Lexington, Ky., 
is overcrowded. A report recently submitted by the hospital’s medical 
officer in charge reveals that the median age of patients in this in- 
stitution decreased from a 31-to-40 group to a 21-to-30 group between 
the first 6 months of 1946 and the first 6 months of 1950. This alarming 
tendency toward earlier drug addiction is also apparent in the in- 
creasing number of teen-age boys and girls who are being appre- 
hended, some of them in the draft age category. 

There is a growing concern on the part of the public with regard 
to the spreading of drug addiction. Civie organizations throughout 
the country are increasingly demanding corrective action. 

The mobilization program is bringing additional and special de- 
mands from the military authorities for assistance in coping with 
narcotic problems that are associated with the drafting of addicts 
and with the elimination of the illicit narcotic traffic in and around 
military reservations. These requests place an additional burden on 
the Bureau of Narcotics which it must assume despite the fact that 
there is increasing activity in every other line of narcotic enforcement 
work. 

The expenditure of additional funds of $255,000 in the fiscal year 
1952 for the employment of additional enforcement agents and for 
the payment of related expenses is, in my opinion, the most effective 
and economical method of preventing the illicit narcotic traffic from 
getting out of hand. 


SECRET SERVICE DIVISION 


For the Secret Service Division, we are requesting an appropriation 
of $3,700,000, an increase of $200,000 over the 1951 appropriation. The 
Secret Service Division, as you know, has three major responsibilities. 
The first of these is the protection of the President of the United States 
and his family ; second, there is the suppression of counterfeiting ; and, 
third, the investigation of forgery of Government checks, bonds, and 
other obligations. In addition, the Secret Service is charged with the 
investigation of numerous other criminal and noncriminal matters 
relating to the Treasury Department. 
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The critical situation which we face today has greatly increased the 
responsibility of the Secret Service in guarding the President. The 
Nation was deeply shocked by the recently attempted assassination of 
the President by members of a radical revolutionary movement. 
While the fanatical attack was defeated by the alertness of the Secret 
Service agents and the White House Police, the urgency of strength- 
ening the forces assigned to the protection of the President has been 
clearly demonstrated. As it is apparent that we must + er for a 
long period of stress and a violent ideological conflict with the 
coincident dangers to the safety of the President, we are asking for 
funds to maintain the present augmented forces of the Secret Service 
and White House Police assigned to protecting the President. 

It has been increasingly difficult for the Secret Service to meet its 
law-enforcement responsibilities relating to counterfeiting and forgery 
with the presently available personnel. The huge backlog of cases 
awaiting investigation is equal to approximately 90 cases for each 
investigator. This case-load average is several times the size it should 
be for an enforcement agency to be able to function with full effective- 
ness. Furthermore, new cases are being received at the rate of approx- 
imately 4,000 per month. This rate will probably increase as more 
checks are issued for allotments by servicemen and for other purposes. 
The shortage of investigators, now as in the past, is being partly com- 
pensated for by thousands of hours of overtime work Cerlotitind vol- 
untarily and without compensation, plus forfeiture of leave. How- 
ever, we do not see how this condition can long continue without 
impairment to the interests of the Government in stamping out crime 
forcefully and at its inception. 

It should also be emphasized that Presidential protection and 
enforcement activities of the Secret Service are closely integrated 
functions. The enforcement agents conduct investigations which bear 
directly upon the safety of the President, and they are also used to 
augment the protective force used when the President is away from 
his residence or office. The activities relating to the safety of the 
President must obviously take precedence over general enforcement 
work and make even more significant the need for a sufficient force of 
investigators to discharge their multiple duties. 

In view of the increased Presidential protective responsibilities and 
the large number of cases on hand and being received, I feel the funds 
requested for the fiscal year 1952 represent the minimum necessary 
for the proper operation of the Secret Service Division. : 


ADMINISTRATIVE OFFICES OF THE SECRETARY 


The last specific request which I should like to discuss with you 
is the estimated expenditure of $2,684,000 for the fiscal year 1952 for 
the Administrative Offices of the Secretary. The estimate for fiscal 
year 1952 represents a consolidation of funds heretofore provided 
under the following separate appropriation headings: 

(1) Salaries, Office of Secretary of the Treasury; 

(2) Health Service programs, Treasury Department ; 
(3) Salaries, Office of General Counsel ; 

(4) Salaries, Office of Administrative Services: 

(5) Miscellaneous expenses, Treasury Department. 
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This consolidation will eliminate the smaller separate appropria- 
tions and will provide in one appropriation the required funds for the 
operation of the closely associated staff offices and activities of the 
various organizational units within the Office of the Secretary. The 
sum requested for my Administrative Offices is essential to the ef- 
fective operation of the Treasury Department. Ling 

This completes the Treasury’s requests for appropriations for the 
fiscal year 1952. I have endeavored to present the best estimate of 
the Department’s appropriation requirements at this time. As I 
have pointed out several times, the service demands upon the Treas- 
ury will without doubt materially increase as the defense mobiliza- 
tion—financial as well as military—gets more fully under way. You 
have my assurance, however, that this Department will continue to 
devote its every effort toward giving maximum service at the least 
possible cost to the Government. 


Savines-Bonp ProGRAM 


Mr. Chairman, I have a very short statement in reference to the 
savings-bond program that I wouid just like to add at this time for 
information, if it is agreeable to you. 

Mr. Gary. Yes, sir. 

Secretary Snyper. Since the preparation of the Treasury’s appro- 
priation estimates for the fiscal year 1952, and my statement with 
respect thereto, which I have just presented to you, there have been 
a number of decisions reached with respect to the savings-bond pro- 
gram. These decisions will have an immediate effect on funds needed 
to finance this program, and I should like to take a few additional 
minutes of the committee’s time to discuss these matters. 


MATURITY OF BONDS 


As you know, beginning in May of this year, savings bonds bought 
during the war years will begin to mature. While some of the holders 
of these bonds may desire to cash them upon maturity, it is our belief 
that the majority will desire to continue their investment in United 
States savings bonds. We have had a committee at work in the 
Treasury for some time evaluating various proposals which have been 
made as to the type of refunding to offer thus savings-bond holders. 
After long deliberation, and consultation with officials of the Federal 
Reserve banks and others, we have reached the following conclusion : 
The holder may have his choice of (1) accepting cash if he so desires, 
(2) continuing to hold the present bond with an automatic interest- 
bearing extension, and (3) exchanging his bond for a current income 
savings bond of series G. 


OPTION 2 


Under option 2, the bond would be automatically extended, bear- 
ing simple interest at the rate of 214 percent for the first 714 years and 
interest at a rate sufficient thereafter so that the aggregate return for 
the 10-year extension period will be 2.9 percent compounded semi- 
annually. The term of the extension would be limited to 10 years 
after maturity. The existing option of paying taxes on interest on 
series E bonds currently or at maturity or prior redemption would be 
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retained. Option 2 will, of course, require congressional authoriza- 
tion, and such a bill has already been introduced in the Congress and 
passed by the House. Once the plan is approved and placed in effect, 
it will apply to all outstanding E bonds as they mature, and will apply 
by right of contract to all new series E savings bonds that are issued. 


INFLATIONARY PRESSURES 


I mentioned briefly in my formal statement that it was anticipated 
that we would be increasing our savings-bond promotion in the coming 
fiscal year as a means of combating inflationary pressures and of 
building up the savings reserves of our people. These two factors 
were also taken into consideration in making our recent decision with 
respect to the refunding of maturing bonds bought during the war 
aiid postwar years. As you know, one of the greatest threats to our 
economy at the present moment is mounting inflationary pressures. 
Increased incomes are being generated as the defense program gets 
under way. Yet, many consumer goods are in shorter supply. Unless 
people are encouraged to place the highest portion possrble of these 
increased incomes after taxes into savings, and to hold instead of cash- 
ing their back savings, the push on prices will continue. 


EXPANSION OF SALES 


In view of these considerations, we are starting immediately to 
expand the promotion of the sale of United States savings bonds. 
To carry on this program aggressively will require an estimated addi- 
tional $600,000 in the closing months of the current fiscal year, and 
an estimated additional appropriation for this purpose of $3,300,000 
in the fiscal year 1952. With the approval of your committee, I plan 
to transfer the amount of $600,000 from other funds in the appro- 
priation for “Administering the public debt” for the fiscal year 1951 
to the United States Savings Bonds Division for this purpose. This 
will obviate the necessity of asking for an additional appropriation for 
the current fiscal year. Ata later date we will submit a supplemental 
request to the Bureau of the Budget for the additional funds that will 
be required for the fiscal year 1952. 


PROMOTION COST HELD TO MINIMUM 


The over-all cost of promoting the savings-bond program will be 
held to a minimum, as in the past, because of the voluntarily contrib- 
uted service in the national interest by management and labor, banks, 
agricultural organizations, schools, radio, re press, and other 
publicity media, civic organizations and clubs, and other national, 
state, and local leaders. However, the sums we are requesting will be 
essential to galvanize effectively our voluntary army of bond sales- 
men into action. The increased funds will be used primarily for addi- 
tional personnel in the field and for contractual services related to the 
expanded program. 

Mr. Gary. Mr. Secretary, we are indebted to you for this very com- 
prehensive statement in reference to the needs of your Department 
for the fiscal year 1952. 
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Report or House Crvit Servick SUBCOMMITTEE ON OVERSTAFFING 


The committee has been gratified in the past at the manner in which 
you have cooperated with us in an effort to hold the expenditures in 
your Department toa minimum. We had thought that you were doing 
a very excellent job in that respect but, apparently, one of the other 
committees of the Congress found some fault with it this past year, and 
we would like to have a statement from you now, if you so desire, with 
reference to the report, I believe it was, of the House Civil Service 
Subcommittee on Overstafling. 

Secretary Snyper. We have just given the clerk a copy of our letter 
in reply to the statement of the subcommittee, and I would like to 
introduce that into the record as part of these hearings. 

Mr. Gary. We will insert at this point in the record the letter of the 
Secretary of the Treasury to the chairman of the House Civil Service 
Subcommittee on Overstaffing, dated December 11, 1950. 

‘The matter referred to is as follows :) 


THE DEPARTMENT OF THE TREASURY 


THE SECRETARY OF THE TREASURY, 
Washington, December 11, 1950. 
Hon. Jonun Bett WILLIAMS, 
Chairman, Subcommittee on Overstafiing, 
Committee on Post Office and Civil Serviee, 
House of Representatives, Washington, D. C. 

Dear Mr. CHAIRMAN: In your letter of December 5, 1950, accompanying the 
report on the Treasury Department, released that day, you inquired as to the 
action we have taken or propose to take to carry out the recommendations con- 
tained in the report, and asked that this information with any additional com- 
ments be submitted by December 15, 1950. 

I have several general comnrents on the report. They are: 

1. In my administration of the Treasury Department, I consistently have taken 
the position that results are the test of management. Approximately $60,000,000 
of identifiable savings have been achieved from the Department's management 
improvement effort of the past 4 years, plus improvements in service and strength- 
ening of management controls that are extremely valuable but not readily measur- 
able in dollars. For the period from July 25, 1946, through October 31, 1949, 
these savings are illustrated and itemized on pages 35 to 58 of the Annual Report 
of the Secretary of the Treasury on the State of Finances, fiscal year ended June 
30, 1949. Additional material will be included in the annual report for the fiscal 
year ended June 30, 1950. 

2. Were I to single out the most important factor contributing to the results 
we have been able to achieve, it would be the utilization of all of the talent in 
the Department in our approach to the solution of our problems. We have 
striven, and with a growing degree of success, to enlist the aid of every employee 
in effecting the improvement of operation. We are convinced, and have proved, 
that tapping the practical know-how of realistic operating people produces a 
better and more lasting result. The Treasury job is too large and too complex 
to be approached with squads of so-called management experts forcing solutions 
upon practical, experienced operating executives. This is my firmr conviction, 
and every consultant that I have brought in has agreed with it. 

3. I believe that the report is a reflection of the method used in its development. 
As you know, the data was gathered by three investigators working intermittently 
for a few months and without previous experience in many of our complicated 
operations. This type of sketchy study of the largest financial institution in 
the world will not, in my opinion,-produce a program on which an action pattern 
can be based. Some of the Nation’s best industrial engineers have devoted 
tremendously more effort in arriving at recommendations on just one of our 
bureaus. 

4. In January of 1948 I received a report on the Bureau of Customs prepared 
by McKinsey & Co., nationally known private industrial engineers. The first 
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sentence in their over-all appraisal of that Bureau was “Customs is as well oper- 
ated as the average industrial company.” Another nationally recognized firm, 
Ebasco Services, Inc., came to a similar conclusion with respect to the operations 
and management of the United States Coast Guard. I am satisfied that this 
applies equally to the over-all management of the Treasury Department. While 
I do not cite the above as standards of perfection, I believe that they represent a 
level of achievement which belies the implications of the recent report. 

The first two recommendations in the report touch on matters of particular 
concern to me. They refer to our departmental-mindedness and the anrount of 
time devoted by our top officials on personal visits and surveys, the broadening 
and cementing of informal relationship, ete. Above many other things, I have 
emphasized these factors in managing the Treasury. I have devoted many days 
and hours to these particular areas and have insisted that my key men do the 
same. Most of Treasury’s operation is outside of Washington. During the fiscal 
year 1950 alone, 36 official representatives of my office, besides myself, made 150 
inspectional field trips in which we covered 238 visits to 24 cities embracing ap- 
proximately two-thirds of all Treasury field employment. One of several firm 
convictions resulting from this extensive contact is that Treasury morale is at 
an all-time high and that in no other organization of this size and complexity is 
there greater “family” consciousness and esprit de corps. Another conviction, 
based on these first-hand surveys, is thdt our field offices are ideally located from 
a strategic standpoint. 

As to the specific charges leveled against our bureaus, I would like to take the 
opportunity of briefly commenting, as an example, on the following: 

1. The report’s allegation of overgrading, overstaffing, and other inefficiency 
in the United States Coast Guard reveals a failure to consider all the facts. This 
appears to be typical of many of the findings throughout the document. Based 
on the most recent unclassified figures available, the proportion of Coast Guard 
officers to enlisted men is less than that of the Air Force, Army, or Navy. More- 
over, in addition to being a much smaller organization than any of the other armed 
services, the Coast Guard’s officer complement includes merchant-marine inspec- 
tion officers with no enlisted counterpart for such officers. In the fields of account- 
ing arid supply, the Coast Guard is a pioneer leader in introduction of improved 
methods and is serving as a model for similar activities in other Government 
agencies. 

2. The report states that “our survey of the Department failed to reveal any 
evidence to substantiate the saving of ‘almost a million man-hours.’” Since I 
assumed office, the Treasury’s manage-improvement program has reduced 
savings far in excess of the million man-hours quoted. For example, during the 
fiscal year 1950, in the Bureau of Internal Revenue alone, 736,320 man-hours were 
saved in clerical personnel and diverted to front-line enforcement. (See detailed 
attachment. ) 

3. The subcommittee recommends a reduction of 1,575 employees in the Fiscal 
Service without furnishing any reconcilable information as to where the cut can be 
applied. What appear to be definite statements in the report simply have no 
basis in fact When assignments of responsibilities and functions are subjected to 
orderly analysis. For example, it is suggested that the Division of Disbursement 
be reduced by 821 employees. Although representatives of the subcommittee 
had no discussions with our officials on this subject, it appears that they based 
their recommendation on the fact that a number of certified vouchers for non- 
recurring obligations could be paid directly by the Federal Reserve banks. This, 
the report states, “would eliminate at least half the work of the disbursing 
officers.” If this entire function were removed from the Division of Disbursement, 
only a fraction of these 821 employees could be released. It would mean the 
transfer of a function from one office to another with the establishment of another 
set of executive, supervisory, and service personnel, and other indirect expenses. 
The Federal Reserve banks would undoubtedly require reimbursement for this 
work. If the function were to be transferred to the various departments and 
agencies, the same situation would apply and it would be a reversion to a dis- 
carded arrangement which had proved too expensive. Nowhere, in all of the 
foregoing, can I find evidence of a true saving to the Federal Government. 
Rather, it would be more costly. 

In the few days available since the release of the report, I have asked our bu- 
reaus to furnish me with such comments as are feasible regarding the specific 
issues raised in it. These comments are attached for your information. At the 
request of Congressman Gary, chairman of the Treasury-Post Office Subcommittee 
on Appropriations, I am also furnishing him a copy of the Department’s com- 
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ments. I am also sending to you with this letter a complete copy of a report that 
we just prepared for the Senate Committee on Expenditures in the Executive 
Departments. This report will furnish a comprehensive picture of the effective 
action the Treasury is taking in the field of management improvement. 

Contrary to the inferences in the report the departmental and bureau- 
management committees have full authority to act when action is in the true 
interest of the public and, equally important, these officials have the know-how 
to make the action effective. These committees will review the report of the 
subcommittee in the same manner as they review all other reports, and they will 
make full use of any recommendations that will improve the operations of the 
Department. 

Sincerely yours, 
JOHN W. SNYDER, 
Secretary of the Treasury. 

Secretary Snyper. I might just say that when you read the report 
that was submitted, I think you will find that the many factual errors 
in the description of Treasury operations and procedures indicate 
a lack of knowledge regarding the Treasury Department. 

Second, there was apparent lack of objectivity of the whole in- 
vestigation. 

Third, failure of investigators to spend sufficient time in the Depart- 
ment to become familiar with the problems and the steps being taken 
to meet them. 

Fourth, failure, particularly, to spend sufficient time with the re- 
sponsible officials, to ascertain how the Department is managed, and 
the reasons for the present organization, practices, and procedures. 

We feel that the investigation was conducted in a rather unusual 
manner by people who were not equipped to do the job. We have 
attempted to bring that out in our reply to the subcommittee’s report 
and point out why we do have the right to have that feeling. There- 
fore, I think that as you go along it would be most effective to bring 
up these complaints or criticisms that were in that report of the sub- 
committee with the individual offices or bureaus or, as I say, we would 
be glad to go into them here if you would like to have us do so. 

Mr. Gary. Our committee has been working in this subject for some 
time. It is not a new procedure. We have been inquiring into the 
methods used by the various bureaus, and we have on two occasions, 
with your cooperation, called in outside agencies to make investiga- 
tions of the Coast Guard and the Bureau of Customs. We received 
very comprehensive and helpful reports on those bureaus, and, as you 
stated a few moments ago, a great many of the recommendations con- 
tained in those reports have been put into effect. Have you found any 
suggestions in this recent report conducive to better management than 
that you could put into effect? 

Mr. Parsons. We have been studying this, Mr. Chairman. As of 
this moment there are some things that we have been able to take 
advantage of, and some are not of sufficient merit to warrant our 
taking any advantage of them. We will be prepared to have each 
bureau tell you which of the recommendations introduced in the sub- 
committee’s report they will be able to take advantage of, and the 
recommendations they feel are erroneous. 

Mr. Gary. I have been told that although you claim the findings 
of the committee that one bureau was overstaffed by 1,500 employees 
was absolutely erroneous, the number of employees in that bureau 
have been reduced over 300 since the report was released. Is that 
correct ? 
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Mr. Parsons. I imagine that relates to the Fiscal Service. I do 
not recall that. Is that correct, Mr. Bartelt? 

Mr. Barrevr. The Division of Disbursement of the Treasury, which 
has been complimented very highly by the members of this commit- 
tee, has had a continuous program going on to find better ways and 
means of making Government disbursements. In line with that pol- 
icy the three bureaus of the Fiscal Service had reduced its personnel 
by about 381 between the time that the investigation started and the 
time the committee made its report, but those reductions were not made 
at all because of any suggestions or recommendations made by these 
investigators. It was just a natural process that had been going 
along for a long time continuously. 

Mr. Gary. Well, that is true of the entire Department. The Secre- 
tary reported to us last year that the management surveys made of 
the Coast Guard and the Bureau of Customs, by outside investigators, 
and the management-improvement procedures which have been 
adopted within the Department, have resulted in a saving of a million 
man-hours, is that correct ? 

Secretary Snyper. Yes; and we have only begun. 

Mr. Barrett. And may I say in that connection, Mr. Chairman, 
that under the Secretary’s management-improvement program for the 
Fiscal Service that two whole units of the Treasurer’s office, composed 
of 150 employees, have been abolished. Those studies were in progress 
a long time before the investigators of the Williams committee came 
into the Department. 

Mr. Gary. And these 381 positions which were abolished after they 
‘ame into the Department were the result of management-improve- 
ment procedures initiated by the Department itself? 

Mr. Barrer. Which were initiated by the Secretary, yes, sir; and 
it has been a continuous program for several years. 

Mr. Gary. Yes; we understood that you had that program in the 
Department, and that it was producing results. 

Mr. Barrett. I might say, Mr. Chairman, that under this program 
during the past 4 years the Fiscal Service alone has saved $16,000,000. 
Those are combined savings for 4 years. 

Mr. Gary. As a result of your management program? 

Mr. Barrett. Yes, sir; as the result of our management-improve- 
ment-procedures program. 


ENFORCEMENT STAFF, BUREAU OF INTERNAL REVENUE 


Mr. Gary. Mr. Scretary, I notice you say that you are not requesting 
any further expansion of the Bureau of Internal Revenue’s enforce- 
ment staff at this time. 

Secretary Snyper. That is correct. We are trying to establish 
that rule now. You see, we took on quite a number of people. In 
doing that we have to get them properly trained and into operation, 
and they have assimilated a lot of these savings that we have made in 
the mechanical side of it. Therefore, at the present time we have 
been trying to bring up the full efficiency of the operation and only 
ask for additional people when we think we can find them and prop- 
erly place them. We are finding it extremely difficult at this time 
to get the type of men necessary for that particular type of work. 











24 


Mr. Gary. There has been quite a change in the enforcement person- 
nel within the last few years, and I hope when the Commissioner of 
Internal Revenue appears before the committee, that you will have 
him bring with him a comparative statement of the enforcement 
personnel, say, for the last 10 years. 

Secretary Snyper. Yes, sir; we will be glad to do that. 

Mr. Gary. You are asking, I believe, for approximately 150 addi- 
tional employees for the processing of returns, remittances, informa- 
tion documents, and claims. 

Mr. Parsons. That relates to the social-security amendment pri- 
marily, I believe. 

Mr. Jounson. May I speak on that? 

Secretary Snyper. Yes. 

Mr. Jounson. That is primarily the result of the average year 
employment increase in temporary personnel. There is a slight 
increase in temporary personnel equivalent to that. 

Mr. Gary. We will take that up with the Commissioner when he 
comes in. I just want to get a general statement now. I thought it 
would save some time if I requested this comparative table in advance 
so that we can have it before us when he testifies. 


Bupeet anp AccounTING Procepures Act 


What has been the result of your Budget and Accounting Procedures 
Act of 1950, Mr. Secretary ? 

Secretary Snyper. We have been highly gratified with the progress 
that has been made, Mr. Chairman. 

Of course, we have just had a few months so far actually under the 
law, but we started some preliminary work on that. We are already 
beginning to be able to show some positive results in the better report- 
ing that we are getting and the saving in time and in consolidating 
reports from the various agencies. ‘Those effects have spread not 
only in our Department, but into others. The GAO has made some 
material savings, so I have been told, in the readjustment of their 
work under that plan, and the budget people tell us that they are able 
to get figures that will fit more readily with less transposition and 
transition difficulties into reports which they are preparing, and I 
think that Mr. Bartelt will tell you that we are beginning to find 
that within the Treasury itself all of these new procedures are al- 
ready beginning to be of material and visible help. 

4 
ADEQUACY OF LAW 


Mr. Gary. Do you find the law adequate to cover your program 
now ¢ 

Secretary Snyper. So far we have no further requests in mind for 
additional authority. We feel that we have quite ample authority 
to do a tremendous amount of work, but should any blank spots show 
up where we are not covered by the law which was enacted last year 
we will be prompt to ask for those changes. 


JOINT PROGRAM TO IMPROVE GOVERNMENT'S ACCOUNTING 


Mr. Gary. How is the joint program of the General Accounting 
Office, the Bureau of the Budget, and the Treasury Department 
working ? 
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Secretary Snyper. Very effectively. It is a joint program to im- 
prove accounting in the Federal Government. 

I would be glad to introduce into the record a statement dated 
January 22, 1951, which was jointly released by the Comptroller 
General, the Budget Director, and myself, which outlines the progress 
made so far and mentions a number of accomplishments that have 
been already brought about. 

Mr. Gary. We will insert the press release in the record at this 
point. 
Secretary Snyper. Yes; the others will be supplementing docu- 
ments, 

Mr. Gary. Yes. 

(The matter referred to is as follows :) 


Comptroller General Lindsay C. Warren, Secretary of the Treasury John W. 
Snyder, and Budget Director Frederick J. Lawton, meeting today, discussed 
major accomplishments under their joint program to improve the Government’s 
accounting. Policies and objectives of the program, carried on since December 
1947, are embodied in the new Budget and Accounting Procedures Act of 1950. 
The officials said this act authorizes the most fundamental kind of improvements 
in the Government’s budgeting, accounting, financial reporting, and auditing. 
The President cited it as the most important legislation in the budget and account- 
ing field since the Budget and Acccunting Act, 1921. 

Accounting improvement and red-tape cutting under the program have been 
greatly accelerated by this and other legislation, such as the Post Office Depart- 
ment Financial Control Act of 1950. Mr. Warren called attention to abolition of 
GAO’s Accounting and Bookkeeping Division last month, with an annual saving 
of nearly $1 million in GAO alone. The Postal Accounts Division of GAO was 
abolished last November 15, and its accounting work \or the Post Office Depart- 
ment turned over to the Department. ‘The GAO should never have been given 
those duties in the first place,” said Mr. Warren. He has set up a Postal Audit 
Division to audit the Department. Review of GAO's organization and operations 
is continuing in the light of the joint program and the new accounting law. 

Mr. Warren stated that he and Mr, Snyder had issued their first joint regula- 
tion under the new accounting act. It simplifies accounting for repayments to 
appropriations, eliminating warrants previously issued by the Treasury and 
countersigned by GAO. This not only saves paper work but avoids weeks of 
delay in making collections available for disbursement. All other phases of the 
warrant system are under examination for possible simplification. 

Mr. Warren emphasized expansion of comprehensive on-the-site GAO audits 
with broader coverage, more effective results, less paper work, and reduced 
flow of documents into Washington. He named 16 agencies, in addition to Gov- 
ernment corporations, for which comprehensive audits have been undertaken. 
These are in addition to hundreds of other on-the-site audits of vouchers and 
other fiscal documents. The central receipt and appropriation accounts of the 
Government, under recent arrangements, are being audited where the accounts 
are maintained in the Treasury Department. 

Mr. Snyder stated the Treasury Department and the GAO are collaborating 
in a top-to-bottom review of Treasury accounting. This is aimed at providing 
the Department with the best possible system of accounting and internal control 
and means of producing central financial reports for the Government as required 
by the new accounting law. Agreement on the underlying principles is an im- 
portant factor in consistency, proper disclosure, and increased understandability 
and usefulness of these reports. 

Mr. Lawton stated that Budget-Treasury regulations dealing with apportion- 
ments and status reports on each appropriation have been completely revised. 
Duplication and conflicts in reporting have been eliminated by revision of this 
regulation and related GAO requirements. He announced virtual completion 
of a joint review of agency budgeting and accounting practices undertaken at the 
request of the chairman of the House Appropriations Committee. He also pointed 
out that through accounting improvements better financial information is becom- 
ing available for evaluating budget estimates and appraising performance under 
agency programs. 
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The three officials stressed that the key to lasting improvement is the coopera- 
tive work being done with all Federal agencies in improving their accounting. 
A report of results to date cites “truly remarkable progress” in work with 
40 agencies or major subdivisions. Numerous examples of improvements are 
listed, including reductions in accounting costs. For the first time in law, each 
| agency is now responsible for establishing and maintaining adequate systems 
of accounting and internal control for its own operations. 
Mr. Warren, Mr. Snyder, and Mr. Lawton cautioned, however, that the greatest 
j value of the program lies not so much in economizing in accounting itself as in 
y contributing to more efficient and economical management through better account- 
ing results. They summed up progress under the program in this statement: 
“The improvements in accounting in individual agencies and in the Government 
as a whole being achieved under the joint program are basic to the President’s 
program for the improvement of management in the executive branch. Likewise, 
progress under the program is providing a basis for improvement in service to the 
Congress by establishing a generally more reliable foundation of financial in- 
formation for legislative action and an improved structure for control of the 
public funds.” 








RECOMMENDATIONS OF THE HOOVER COMMISSION 


Mr. Gary. The Hoover Commission, as I recall it, recommended a 
new department of accounting in the Treasury Department with an 
Accountant General as its head. Do you feel that the joint committee 
is accomplishing all that a separate department could accomplish ? 

Secretary Snyper. I certainly think in these initial stages that 
there is a tremendous amount of work that can be brought about by 
our joint committee, and when we get it all worked out it may not be 
nearly as apparently necessary for such a program as the Hoover 
Commission suggested. However, I certainly would not want to 
attempt to take any steps in that direction until we have a chance to 
see how these operations are going to work out, operations which have 
already been initiated because we have the various agencies of the 
Government interested now and they are moving along in compliance 
with the suggestions of that joint committee, and I would much prefer 
to give that a better chance to work out before we contemplate any 
more structural changes. 

Mr. Gary. Do you feel that the joint committee can accomplish the 
accounting reforms which the Hoover Commission had in mind? 

Secretary Snyper. I will ask Mr. Bartelt, our Fiscal Assistant Sec- 
retary, what his views are, having in mind that the technical direction 
is under him. 

Mr. Barretr. I would say, Mr. Chairman, that it will accomplish 
more for the reason that it avoids the frictions which otherwise would 
exist between the executive branch of the Government and the legis- 
lative branch, represented by the General Accounting Office, in con- 
nection with its control over accounting systems and the making of its 
independent audits; and I would say, further, that I believe that the 
Budget and Accounting Procedures Act of 1950, which is the result of 
the joint program, is greatly superior to the plan which had been 
recommended by the Hoover Commission. 












AVOIDANCE OF CONFLICT 


I might add that under this joint program it is possible to take 
care of the needs jointly of the Treasury Department, the Budget 
Bureau, and the General Accounting Office without conflict. We have 
not observed any of the conflicts during the past 2 years which had 
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previously existed and which were the principal obstacles to the im- 
provement of the Government’s accounting system. We could not 
avoid that under the Hoover Commission’s proposal. 


ELIMINATING OF DUPLICATING AND OVERLAPPING PROCEDURES 


Mr. Gary. Have you eliminated duplicating procedures and over- 
lapping as between the various departments? That is one of the 
things that I think should be done. 

Mr. Barrett. That is going on every day, and the most notable 
example of that is the one mentioned by the Secretary, relating to the 
Accounting and Bookkeeping Division of the General Accounting 
Office, which had paralleled a similar division in the Treasury De- 
partment. The Accounting and Bookkeeping Division has been en- 
tirely abolished by the Comptroller General, and he made the state- 
ment the other day at a meeting of the joint committee that he is 
getting more efficiency and greater effectiveness from the organiza- 
tion which he now has than he had with his large bookkeeping and 
accounting organization. 

The Comptroller General’s office has been invited to come into the 
Treasury by the Secretary, and we are now engaged in a very thor- 
ough examination of all of the related procedures as between the 
Bureau of Accounts, the Division of Bookkeeping and Warrants, the 
Division of Disbursement, the General Accounting Office, and the 
other agencies of the Government; and undoubtedly as the account- 
ing systems in the various executive agencies are improved we will 
be able to eliminate another set of appropriation accounts which are 
now maintained in the Division of Disbursement. 


CRITICISM OF ACCOUNTING PROCEDURES 


Mr. Gary. The House Civil Service Subcommittee on Overstaffing, 
I think, made some criticism with reference to the accounting pro- 
cedures. Does that relate to the procedures that are being corrected ? 

Mr. Barrett. No. They made some rather peculiar recommenda- 
tions which are difficult to understand. 

For instance, they virtually accuse the Treasury of exercising too 
much care and protection in safeguarding money and securities. Well, 
we think that is a very important function, and we do not believe 
that we have any safeguards that are in the nature of duplications, 
and which would be beyond what ordinary business prudence would 
declare. 

They made another suggestion with respect to having the Federal 
Reserve banks make disbursements, but they did not explain how 
savings would be accomplished. Obviously, some kind of payment 
document has to be issued to a Government beneficiary or payee. You 
cannot dispense with the issuance of checks merely by transferring 
that function to the Federal Reserve banks. That is a recommenda- 
tion that they probably had not completely studied. 

Mr. Gary. Well, you feel that your present set-up under the joint 
committee and the new law which was adopted will enable you to 
prescribe uniform accounts throughout the Government and attain 
the improvement in accounting procedures which the Hoover Com- 
mission recommends and which we all agree are very desirable? 
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Mr. Barrett. Well, the change had been started before the Hoover 
Commission ever made a recommendation, but the answer to your 
question is “yes.” 

Mr. Gary. They had been started, but the Hoover Commission did 
make a great many recommendations with reference to the accounting 
procedures of the Government. 

Mr. Barret. Yes; that is quite right. 

Mr. Gary. And you think that they can be accomplished under 
this present system ¢ 

Mr. Barrer. Undoubtedly, and I think the Appropriations Com- 
mittee can help by continuing its interest in the accounting system 
and by asking the Treasury and the various Departments of the 
Government the kind of questions you are asking now. 

Mr. Gary. This committee is very much interested in the improve- 
ment of accounting procedures. We have encouraged it, and we have 
provided what we consider the necessary funds for progress along this 
line. 

Mr. Barrecr. Yes, sir: you have. 

Secretary Snyper. You certainly have been most helpful to us, 
Mr. Chairman; we know that. 

Mr. Bartrevr. You can play a most important part in making the 
Government’s budget and accounting procedures more effective by 
your interest in the program. 

Mr. Gary. Well, we are very much interested, and that is just what 
we want to do. We want to follow its progress to be certain that we 
are proceeding along the proper course. 

Mr. Barrevr. I think, if you will examine the detailed progress re- 
port that the Secretary has made available to you, you will be greatly 
impressed with what has been accomplished. 

Mr. Gary. I am convinced that the program can be accomplished 
under the present plan, but there are still some people who are rather 
insistent that in order to accomplish anything we have got to set up 
a separate department and have a separate administrator. 

Mr. Barrevr. Mr. Chairman, you now have in the Treasury the 
Bureau of Accounts. At the head of it is the Commissioner of Ac- 
counts, who is a certified public accountant, and there is no reason at 
all why the Government cannot accomplish the thing that the Hoover 
Commission has recommended with the existing organization. We 
have it right there now except that the joint program will eliminate 
the friction which has heretofore existed in the accounting and audit- 
ing field since 1921 and which has prevented improvement. This is 
the first time that conflicting interests have been composed, which are 
being removed, and which had existed up until this time. 

Mr. Gary. We are very much gratified at the results achieved, and 
we hope that they will continue because we certainly need tremendous 
improvement in our accounting procedures throughout the Govern- 
ment. 

Mr. Barrer. Yes. 

Secretary Snyper. We would like to have you go into the other 
hearings and bring that out because we think it is making some 
progress. 

Mr. Gary. The unfortunate part of it is that we do not hold the 
other hearings. 

Secretary Snyper. Yes; that is right. 
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Mr. Gary. We would like to get the other subcommittees interested 
in it, and I think it is something in which each of the subcommittees 
should be interested, but the Treasury should be the fountainhead 
of progress in this movement; and after the joint committee has 
outlined a program we can then go to the other subcommittees and 
urge them to make the departments and agencies under them fall 
in line. 

Secretary Snyper. As you know, we started in on this about 4 years 
ago, something that we did not think we could ever accomplish, but 
we actually did; and we got the General Accounting Office, the Treas- 
ury, and the Budget Bureau around the table and just cut all of the 
tradition of the past out of the picture and started in with some new 
philosophy and new riya and worked with Congress up here and 
finally worked out a bill and got it through Congress, and it is now 
in operation. We think we have made a tremendous amount of 
progress. 

Mr. Gary. I think you have, too. I wanted to get it in the record 
so that some of these other people would know what progress has 
been made. 

Mr. Barrett. May I say this, Mr. Chairman: that this committee 
does have jurisdiction over the funds of the Bureau of Accounts of 
the Treasury Department, and I think if you will hammer that idea 
and objective home you will accomplish what you have in mind. 

Mr. Gary. We want to do everything that we can to assist the 
program, 

Savincs Bonp Program 


E BONDS 


With reference to your E bonds, Mr. Secretary, are your redemptions 
exceeding the issues at the present time ? 

Secretary Snyper. They are right at this time; yes, sir. That began 
with the Korean situation and the great rush to buy things that took 
place at that time. Up until that time our E bond sales for cash had 
exceeded the redemptions, but there was a change at that time, and 
the ratio of sales has been less than the redemptions since that period. 

Mr. Gary. Is that due to the decrease in sales or the increase in 
redemptions ? 

Secretary Snyper. In E bonds in July there were $317,590,000 sold 
for cash. July is when the Korea buying rush started, and then they 
dropped to $269,657,000 in August, and to $244,017,000 in September, 
and then they started back in October up to $271,204,000. They 
dropped off a little in November to $246,109,000. Then we picked 
up in December to $283,787,000. Those are the latest figures we have. 
So there was a drop there and now the sales have started back up 
again. 


REDEMPTIONS 


Now, as to redemptions. The redemptions in July were $367,890,- 
000. In August they went up to $393,515,000, and then they dropped 
to $348,111,000 in September, and went up to $359,867,000 in October, 
znd dropped back to $317,863,000 in November, and went up to 
$349,605,000 in December. So they were wavering up and down there, 
but the sales slacked off then particularly because we were at the 
end of a drive. We had just finished the Independence Drive at that 
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time, and there is always a slacking off after one of those periods, but 
more recently in this payroll savings plan stimulation we have them 
headed back up again now. 

Mr. Gary. Do you anticipate that a great many of the E-bond 
holders will take advantage of the new law which has just passed the 
House and hold their bonds? 

Secretary Snyper. We have every reason to believe that they will, 
Mr. Chairman. This decision of adopting the program that was sub- 
mitted to Congress for the automatic extension was only arrived at 
after a most extensive study. It started out on the west coast last 
year and we have had all sorts of groups and individuals interested 
in it, our State chairmen and bank groups and the Federal Reserve 
banks. We have had tremendously wide coverage in the study of 
what. we should do. The decision that we made was a composite of 
the best elements of all of those suggestions, and it has been accepted 
enthusiastically by the volunteer sales groups and by all groups 
around the country. The American Bankers’ Association was well 
pleased with the decision. The Reserve City Bankers, in executive 
meeting in New York just this week, voted unanimously to make the 
promotion of savings bonds one of the four or five important programs 
for the year, 100 percent of the Reserve City Bankers’ Organization. 
So, we have had had that response and the fact that when we pre- 
sented it to the Ways and tim Committee they reported it out 
unanimously and the House passed it, as you know, with a few com- 
ments around but no real objection to the program, or no criticism of 
the program. This year we will only have $1,100,000,000 in bonds 
maturing. Next year it steps up to a larger figure and goes up by 
1954 almost to about $6,000,000,000. 

Mr. Gary. Under that law will the holder of an E bond have to 
take any affirmative action to extend his interest for 10 years? 

Secretary Snyper. No, sir; none whatever. 

Mr. Gary. The interest will be automatically extended without any 
action on his part? 

Secretary Snyper. Yes, sir; that is correct. 

Mr. Gary. And then when he turns it in he will get the added 
interest ? 

Secretary Snyper. That is correct ; he will get the face value of the 
bond plus the accrued interest. Say it was a bond which he paid $75 
for. At maturity he will get $100, the face value of the bond, and he 
will collect 214 percent simple interest per annum accrued semiannu- 
ally for 714 years and interest at a rate sufficient thereafter so that the 
aggregate return for the 10-year extension period will be 2.9 percent 
compounded. There isa limit of 10 years to the extension. If he keeps 
it until the end of that time he will collect interest at the rate of 2.9 
percent, compounded semiannually. 

Mr. Gary. But he can turn it in any time he wants to just as he can 
at the present time? 

Secretary Snyper. Yes; he can turn it in at any time and receive 
the face amount plus the accrued interest. 

There is another phase of the savings bond program that is inter- 
esting. Here are some of the accomplishments in the last few months 
in our payroll savings stimulation plan. 
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The Carnegie-Illinois Steel Co. with 100,000 employees started off 
with 18 percent participation, and in December when they finished up 
their program they had increased the participation to 77 percent by 
their employees. 

The National Tool Co. with 25,000 employees went from 27 percent 
participation to 80 percent participation. Now, this was all on a 
volunteer basis, done by management and labor. We may have sent a 
representative there to help them out, but that was on a voluntary 
basis. 

The Goodyear Rubber Co. with 45,000 employees went from 23 per- 
cent participation to 70 percent participation. 

The B. F. Goodrich Co. with 40,000 employees went from 21 per- 
cent participation to 83 percent participation. 

The Boeing Aircraft Co. with 38,000 employees went from 16 per- 
cent participation to 52 percent participation. 

The Aluminum Co. with 45,000 employees went from 22 percent 
participation to 40 percent participation. That gives you a notion 
that we are adding new customers, and still on a voluntary basis 
because the personnel of the Payroll and the Savings Bond Division 
is still just about 400 people, although we get these tremendous results 
throughests the country. 


COAST GUARD 


Mr. Gary. I believe I have only one more question, Mr. Secretary. 
You may want to answer it off the record. If you do, you may do so. 

During World War IT the Coast Guard became a part of the Navy. 
What are the present plans with respect to that ? 

Secretary Snyper. To remain as it is, as far as I know. This port 
security function that we have undertaken recently has been worked 
out in complete harmony with the Navy, and I have heard no sug- 
gestion that there be any such transfer at this time, and I doubt 
seriously without more positive war conditions that such will come 
about. 


NuMBER OF EMPLOYEES, BY APPROPRIATIONS, AND SUMMARY 
OF OBLIGATIONS, 1952 


Mr. Gary. Mr. Secretary, I have here a statement reflecting, by 
appropriations, the number of employees actually on the roll or 
estimated to be on the roll on dates specified. 

I have also a summary of obligations by object, excluding trust 
accounts for the fiscal year 1952. 

I will ask that these tables be inserted in the record at this point. 

(The tables are as follows:) 





79961—51 
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Statement reflecting, by appropriations, the number of employees actually on the roll 
or estimated to be on the roll on the dates specified 





Appropriation title 








| 


Actual 


| Estimated 





\June 30,! | Dee. 31, 


‘hake 30,| Dee. 31,} ipa 30, IDee. 31,\June 30, 








1949 | 1949 | 1950 | 1950 | 1951 | 1951 | 1952 
| | | 
ar | Sri ay te ee nee 
Office of the Secretary: | | 
Salaries and expenses, Office of the Secre- 
tary. Tate ee tpg} ae 552 552 
Salaries, Office of the Secretary !__—_- i 7) MS) 308d PRS OR I... 
Salaries, Division of Tax Research !______| 22 | 25 , § SRS PES Spins as Ait 
Salaries, Division of Personne] ! } 3 9 ee Se ‘Eats RS 
Office of General Counsel: Salaries, Office of | | | | | 
General Counsel ! 56 | 66 65 63 | 67 ist tyes 
Office of Administrative Services: Salaries, | | | | 
Office of Administrative Services ! Lif 357 | 395 | 381 | 322 | 322 |_. Bo edseadiaks 
Bureau of Accounts: | | | | | 
Salaries and expenses, Bureau of Ac- | | | | 
counts... sevcenceen----| 951} 2463] a97| 20] gpa]. om 234 
Salaries and expe nses, Division of Dis- | | } | | 
bursement 3____ | 3,167 | 3,121) 3,213 | 2,942] 3,182) 3,138] 3,273 
Bureau of the Public Debt: 
Administering the public debt- | 6,398 | 5,645 | 5,207) 5,027/ 5,408 | 5,431] 5,661 
ar eva ‘ oa | | } | 
Distinctive paper for United States cur | | 
rency -_ - ksi 25 | 25 ee hk s a 
Office of the Treasurer of United States: Sal- | | | 
aries and expenses, Office of the Treasurer 1, 454 1, 416 1,353 | 1,300] 1,450 1, 470 | 1,470 
Bureau of Customs: Salaries and expenses, | | | 
Bureau of Customs ¢_. : | 7,804 7,867 | 8,073 | 8,018 | 8,209} 8,438 | 8,408 
Bureau of Internal Reve nue: Salaries and ex- | | | 
penses, Bureau of Internal Revenue 52, 266 | 53,068 | 55,551 55,095 | 59,848 | 59,405 | 59, 805 
Bureau of Narcotics: Salaries and expenses, | | 
Bureau of Narcotics 282 | 280 279 295 | 335 | 340 340 
Bureau of Engraving and P rinting: | 1 
Contributions to Bureau of Engraving | | | 
and Printing fund Be. ite bhai Re hea 6,204 | 6, 204 
Salaries and expenses, Bureau of Engrav- | | | 
ing and Printing - 6,070 | 5,964 | 6,247! 6,315 | £6,311 |_.-.._. oe Si 
¥ Distinctive paper for United States cur- | | 
rency °. TARE ed Seek Tre Seer err mae eee | 26 $26 |... Pe? 
Secret Service Division: | | | 
Salaries and expenses, Secret Service j | 
Division 322| 347] 348 383 | 423 454 | 454 
Salaries and expenses, White House | 1 | | | 
Police __- 102 | 102 | 99 | 113 170 | 170 | 170 
Salaries and. expense s, guard force 292 | 288 284 247 | 263 263 | 263 
Bureau of the Mint: Salaries and expenses, | 
Bureau of the Mint has 1,271 | 1,137 3 961 965 969 | 969 
United States Coast Guard: | | | 
Operating expenses, Coast Guard 3,508 | 3,420 3, 636 3, 618 3, 818 3,806 | 3,806 
Acquisition, construction, and improve- | 
ments, Coast Guard | 21 44 104 75 | 100 80 80 
Acquisition of vessels and shore facilities, 
Coast Guard : Fae 2) is se eae! 
Establishing and improving aids to navi- } | 
gation, Coast Guard 14 | REELS ORES Ca =e ROS 
Reserve training, Coast Guard ° ph ae, Eee ene lis Der aee a } 34 | 34 
Coast Guard, yard fund 1, 561 1, 458 1, 296 1,419 | _} 350 1,350 | 1,350 
Total, civilian employees. 85,353 | 85,070 | 87, 499° 86, 606 92, 73 734 92,338 | 93,073 
Military: | 
Operating expenses, Coast Guard 23,509 | 23,421 | 22,951 196, 750 (728, 259 | 28, 237 28, 160 
Reserve training, Coast Guard | o6 96 
Coast Guard, yard fund 122 137 137 | 137 | 137 137 137 
Total, military personnel 3. 631 | 23,558 | 23,088 | 28,396 © 28,470 | 28,393 


Grand total... 


ECTS Ere 108, 984 |108, 628 110,587 113,493 121,130 





= || 
- 


120, 808 ‘121, 


1 Proposed consolidation under ‘Sal ries and expenses, Office of the Secretary” for 1952 
2 Includes Division of Tax Research (authorized by Public Law 759, 8!st Cong., 2d sess.). 
3 Maximum employ ment oc curs during third quarter of each fiseal year due to heavy seasonal workload 


volume. On roll as of Mar. 31, 1950, 4,665; estimated Mar. 31; 1951, 4,532; estimated Mar. 31, 1952, 4.623. 
4 Exclusive of reimbursable Shapiaven 
§ Proposed consolidation for 1952. 
6 Reflects transfer from Bureau of the Publ lie Debt pursuant to Reorg: anization Plan No. 26, 1950. 


’ Reflects personne! for ‘‘Reserve training” 


: appropriated for under 
8 Proposed for 1952, 


“Operating expenses, Coast Guard,’ 
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Average positions under appropriated funds, fiscal years 1950, 1951, and 1952 (actual 
and estimated) 


























Estimated average 
Actual woe cet 
average positions 
| positions, |———-— 5 PSC 
,  — 1951 | 1952 
| $$} ———$—__j—___ 
| 
Office of the Secretary; salaries and expenses-.-............-.--.---- | 620. 5 597.7 550. 7 
Bureau of Accounts (salaries and expenses): | 
OE ECE St a ane ee 236. 0 231.0 231.0 
Pe Or oo ooncdad fen kb enn cnn dees cts ennnce .| 3, 195.3 3, 097.0 | 3, 267.0 
Bureau of the Public Debt: Administering the public debt -_-_-_-__- 5, 745.0 5, 355. 0 5, 429. 4 
Office of the Treasurer, salaries and expemses.-..-.....-....----.------ | 1, 386.0 1, 426. 0 1, 421.0 
Bureau of Customs, salaries and expenses. -....-...._.-..----- Bani es 7, 839.3 8,011.9 8, 284. 0 
Bureau of Internal Revenue, salaries and expenses -___..-........---| 54, 411.2 56, 971.3 | 59, 455. 5 
Bureau of Narcotics, salaries and expenses - -._---....------------- a 282. 2 291.0 335. 0 
Bureau of Engraving and Printing: 
RS I ES SE EE a | 3, 866. 0 4, 125.0 () 
Distinctive paper for United States currency-_.......-.--. uccand | 24.0 23.0 (4) 
Secret Service Division (salaries and expenses): 
EN OA ED RIS AR Sg ere ee ee | 347.0 404.0 453.8 
Fen Nin oa elas 5p Sia eseb dow arpedesonecs | 103.0 | 134.0 170.0 
CIEE itr tins nascucakemabasne sslesidila te inna tomo ons aidahts .| 215.0 | 217.0 138.0 
Bureau of the Mint, salaries and expenses--.............-.----...-- | 841.0 852.0 | 912.0 
U. 8. Coast Guard: | 
eee eS ESRRIST EG ROTEL SE SCOT ee Ue Pe a OSES! 2, 969. 0 3, 201.0 3, 250.0 
Acquisition, construction, and improvements_-_............_.-- | 62.0 147.0 83.0 
RSS ary coe te eerce eperaes rat bh tle ceotes ; 11.4 34.4 
Total civilian employees_...........-.- eno cn, Yee 82,142.5 | 85, 095.3 | 84, 014.8 
Military: ; | | 
Operating expenses, Coast Guard.-.........-.---.-...--------- | 28, 315. 0; 26,317.0 | 28. 217.0 
Reserve training, Coast Guard_._...-.....-.-.-.-2.222..---_-- bot ccze ase 44.0 | 96. 0 
I I anid eA ae nee <b Sun ph hice nme cee 23, 315.0 26, 361. 0 
Tate TVONEy POOTRTIAG 6 cco sii ence cece ccscdencle. | 105, 457.5 111, 456.3 112, 327 
‘ ‘ | 


i Estimated average positions for 1952 are 6,204, to be paid from Bureau of Engraving and Printing Fund 
(revolving fund). 


Summary of obligations by object (excluding trust accounts) fiscal year 1952 





Oa ern NC ae oa ee eo es $415, 934, 367 
ARR, 7" Riba MSS SS Se Sy SS ae, Sel ee eT PS 11, 108, 513 
03 Transportation of things__..._...._____ cette wiles cnn De +x 27a 4, 477, 156 
Pi Semen, SOC i ee ced 2, 904, 667 
CS -Sratrw Se Utitite eervicgs. 6 ito 5, 893, 750 
Printing aud reproduction: PSnitoteh ewan 26, 950, 394 
Oi “QGner Domtractwat eervices. 022 fo D1, 352, 531 
ORs (spear seiner ML OPIAM Too ck ie 26, 696, 483 
ee SEES et Oc feet la ES eth sak sehbehie 22, 716, 594 
bi RR a ee a Sa ae a nD sicgca ise ue 3, 043, 895 
11 Grants, subsidies, and contributions__..-_.--._._- sel 396, 179 
12 Pensions, annuities, and insurance losses Pep ae 17, 414, 500 
13 Refunds, awards, and indemnities__._-_......- = 2, 694, 167, 820 
pS SPREE SS ee aetna, lees GO Pie R aed ep Aon beth dctges 5, 896, 905, 683 
16 Investments and loans____________- aie tieneerepaiarieigitayeedh adres aPC ae 3, 800, 000 
a TIE eal I a ble AO ln a el SO 15, 000 
eee eS ras ek ee) ey i EF 9, 183, 777, 482 


Add transfers to: 
“Administering the public debt (Treasury, transfer to 
Post Office) ’’_ ‘. A Se AS IY OR ee 3, 782, 000 
“Loans to railroads after termination of Federal control 
(for. traneter 10 mrpriag) se te 454, 000 


Total, general and special appropriations... 9, 188, 013, 482 


+ 
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Mr. Canrretp. Mr. Secretary, you have always been forthright in 
your presentations before this committee and we know that you have 
been anxious to reduce Federal expenditures where such could be done. 
It was stated to me that representatives of executive agencies—that is, 
below the Cabinet level—appearing before appropriations subcom- 
mittees, feel that they are bound to support the Presidential requests 
down to the very letter and figure. This being so, they are naturally 
loath to open up and be responsive to inquiries which are asked to 
develop where economies can be effected. I am sure I am right in 
assuming that insofar as the Treasury is concerned there is no gag 
of any kind upon those appearing before this subcommittee. 

Secretary Snyper. I can assure you that I have issued no such in- 
structions or suggestions whatsoever. We have tried to get at the very 
minimum that it takes to run these bureaus, and if we can find reduc- 
tions, we want to find those reductions. No one has been told not to 
tell the actual facts as far as the Department is concerned, and we 
conscientiously, year after year, I think, have demonstrated to you our 
earnest desire to try to come up with the minimum budget necessary 
to run the Department. 


Rerort or House Civit Service SUBCOMMITTEE ON OVERSTAFFING 


Mr. Canrretp. Thank you. Mr. Secretary, I was quite concerned 
when the gentleman from Mississippi, Mr. Williams, chairman of a 
subcommittee of the House Post Office and Civil Service Committee, 
investigating employee utilization of the executive departments and 
agencies, filed a report most critical of the Treasury Department. I 
am sure you will recall that insofar as it reflected on the Coast Guard 
I made known my feelings on the floor of the House. 

I did not know until this morning that you had directed a letter to 
this committee making answer to the various criticisms of the Wil- 
liams subcommittee. 

Secretary Snyper. We thought that appropriate, because you are 
our appropriations committee. 

Mr. Canrietp. But I want to emphasize, Mr. Secretary, that I was 
unaware of that letter until today and I regret that fact, because I 
think it behooves all of us on this subcommittee to look carefully into 
these things, particularly when a legislative committee of the House 
makes charges of this kind bearing on ppt age which we have 
to consider. I am going to review very carefully that letter that you 
have sent to this committee under date of December 11, 1950, during 
the last Congress, and I am sure that if it prompts questions in my 
mind I can direct them to you and you will make responsive answers. 

Secretary Snyper. I certainly will. 

Mr. Gary. Mr. Canfield, may I say in that respect that I called the 
Secretary up and talked to him about that report; and I requested that 
he write me a letter with respect to it. I did not know at that time just 
what we would do with it. He wrote me the letter. It was addressed 
to me as chairman of the committee. After discussing the matter 
further, I thought probably the best thing to do with it was to hold 
it up until our hearings and then to take the matter up during these 
hearings and perhops insert the letter in the proceedings of this com- 
mittee. It was probably my fault and I am sorry I did not think of 
bringing the matter to your attention. It was just one of those 
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things—it was toward the close of the session last year and I was 
occupied and overlooked it. 

Mr. Canrie.p. I am sure, Mr. Chairman, that you did not inten- 
tionally withhold this letter from the committee. 

Mr. Gary. Certainly not; that is right. 

Mr. Canrietp. I am sure you will also agree with me that if mem- 
bers of the committee, including myself, had an opportunity to review 
it, we might have had questions to direct to the Secretary this after- 
noon. 

Secretary Snyper. That will not make very much difference, be- 
cause we shall be right here any time you want to ask us questions. 

Mr. Canrievp. I believe that I know how you feel about those things, 
Mr. Secretary. 

Mr. Gary. I thought of taking the matter up on the floor of the 
House, but later on I decided that we had better make some inquiries 
into the whole matter during these hearings. 

Mr. Canrie.p. I did take the matter up on the floor of the House 
insofar as the Coast Guard is concerned. I learned from the Coast 
Guard, that representatives of that very important agency had not 
been called before the Williams subcommittee and given the oppor- 
tunity to be heard on these critical reports. I was surprised that we 
were doing things in just that way and I expressed myself accord- 
ingly. I made it a point to call on the telephone Coast Guard officers 
downtown and I learned from them that they had the answers; and I 
assume, Mr. Secretary, that they are contained in your letter? 

Secretary Snyper. I presume we think we answered the report very 
fully. If there are any areas that were omitted, we will certainly 
try to get to the bottom of it. 


Tax System IN THE Sovier UN1IoN 


Mr. Canrietp. Mr. Secretary, this may be a little extraneous to the 
consideration of our budget here today, but you and your staff may 
have the answer. It has been puzzling me and I know it has been 
puzzling other people. You will recall that when you appeared before 
us a year ago you discussed the Communist threat and how that threat 
would probably distort our own economy. Do you and the gentlemen 
from the Treasury here know how the Soviet Union raises the revenue 
neqined to train and equip its vast military establishment? 

ecretary Snyper. May I speak off the record to that and submit 
a memorandum to you later ¢ 
Mr. Canrretp. I am sure that would be agreeable to the committee. 
(Discussion off the record.) 


GOVERNMENT REVENUES OF THE SOvier UNION 


In order to answer the question “How does the Soviet Union raise the revenue 
required to train and equip its vast military establishment?” it is, of course, 
necessary to survey Government revenues in general, since at the collection stage 
no separate part of the revenue is designated as being for the military part of the 
Soviet budget. Soviet budget figures are not published in the detail to which 
We are accustomed in the United States. It is possible, however, through infor- 
mation released to the public by the Soviet Government, to obtain a broad picture 
of how revenue is raised. Following are the categories of revenue which make 
up the income of the Soviet Government. 
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(1) Turn-over tar.—Roughly 60 percent of the U. 8S. S. R.’s budget receipts 
in the postwar period have been financed by a turn-over tax. The turn-over tax 
is a sales tax. At present it is levied almost entirely on consumer goods, 
although before 1949 it was levied to a small extent on producer goods also. In 
the postwar period there has been very little statistical material on the turn-over 
tax; however, there is evidence that the picture has not changed substanti- 
ally since the prewar period. In 1939, about 70 percent of the turn-over tax re- 
ceipts came from placing the tax on food commodities and 13 percent from tex- 
tiles ; it is obvious that this is a tax which hits the average consumer. Some idea 
as to the rates can be gained from the following table: (This table is for 1934, but 
the situation has not changed substantially and the order of magnitude would 
apply today.) 

Taz rate 


as percent of 
selling price 


| EE EES NORE Lae SINE | Se, Re Neate cements, 38 Fo Oo LTS 75 
NE EE EARS Pa Ce Ree SEUSS A Ory Oe RO CRESS OS TT SO a Loe Ne ee Oe 85 
SSE EEN aS AS te Oe SY DES ae eR Re a Re ee ee a 80 
Potatoes, vegetables, mushrooms, tomatoes_._.........----__...__-___-__ 30 
ge ST GEIR Gt ee RE PLS SEE TE Bie eS Ae 75 
p88 BS RARE AOL TS DME RET FE Pea RE Oke ee ee SS es a a 90 
CROSS MRR SP 2 tie MNES = Mr EEE Sasa EMER ese STE GOL BLY as eee MC eT oD 80 
i FE EE ae eek Oe eT REE Oe Ee OND BOT ENT LORS Te OAT EE Td A 50 





What these figures mean can be illustrated by taking the figure for wheat and 
rye. The cost to the Government being, for example, 100 rubles, a tax of 300 
rubles is levied, and the grain sold for 400 rubles. Thus, the tax comprises 75 
percent of the selling price. In 1940 the Soviet Government sold 175 billion 
rubles work of consumer goods to the public; of this total selling price, 106 billion 
rubles represented turn-over tax. 

(2) Direct taves.—Direct taxes on the population consist primarily of an 
income tax on the city population and an income tax on the peasant population 
(called agricultural tax). As the table of budget receipts indicates, this form 
of taxation comprises less than 10 percent of budget receipts. The tax on the 
city population is mildly progressive, the rates rising to 13 percent on all income 
over 12,000 rubles annually. The average worker probably earns 7,000 to 8,000 
rubles annually. Salaries of over 12,000 rubles are not uncommon and it is 
rather significant that income above this amount is not taxed at progressively 
higher rates. The total schedule is as follows: 


Tax: Annual wage (rubles) 
27 rubles plus 5.5 percent of excess over 1,800______-- ne NAS 1, 800-2, 400 
60 rubles plus 6 percent of excess over 2,400_-.-----__--__-- 2, 400-3, 600 
121 rubles plus 7 percent of excess over 3,600________--------- 3, 6004, 800 
216 rubles plus 8 percent of excess over 4,800__--____----__-- 4, 800-6, 000 
312 rubles plus 10 percent of excess over 6,000_____---------- 6, 000-8, 400 
552 rubles plus 12 percent of excess over 8,400_---_-___-----_- 8, 400-12, 000 
984 rubles plus 13 percent of excess over 12,000_-_._--_.------ Over 12,000 


The peasants or farmers are also taxed on their money income but at rates 
much higher than the city population. The rates vary from 11 percent on income 
below 2,000 rubles to 45 percent on all income over 8,000 rubles. There are two 
reasons why these rates are higher than the rates on the city population : 

(a) Part of the farmers income—that earned working on the collective farm— 
is exempt from tax. 

(b) The farmer grows a large part of his own food—and in this way avoids 
much of the turn-over tax. The state also makes the farmer deliver part of his 
personal crop to the state at very low prices (much below the market price )— 
this, in effect, is also a tax on the farmer; and in a sense is also a substitute for 
the fact that the farmer is not as subject to the turn-over tax as is the worker. 

(3) Sales of bonds.—Loans or sales of bonds are almost as large an item in 
the Soviet budget as direct taxes on the population. It may appear strange to 
the western observer that borrowing is included directly in the budget along 
with taxes—but the institutional nature of Soviet borrowing differs from that in 
this country and in many ways their bonds are closer to being a form of taxation 
than are ours. First of all Soviet bonds have contributed a fairly steady per- 
centage of total budget revenue over the past 20 years and have not played the 
part of a residual which fluctuates from year to year as our borrowing does. 
Secondly, in the U.S. S. R. the bulk of the debt (over 75 percent) is held by the 
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population, although the reserves of savings banks, trade-unions, and some other 
organizations are also kept in the form of Government bonds ; in the United States 
a large part of the debt is held as reserves by commercial and Federal Reserve 
banks, by State and local governments, etec., and a much smaller percentage by 
the population. Thirdly, the bonds held by the Soviet population are not freely 
disposable ; in the United States bonds are freely disposable. Fourthly, although 
the purchase of bonds by the Soviet population is supposed to be voluntary, 
in fact, strong social pressures are brought to bear on the population to subscribe 
3.to 4 weeks’ salary each year; in this sense purchases of bonds is semiobligatory 
and akin to taxation. For all of these reasons, Soviet borrowing more rightly 
deserves a regular place in the state budget than would the net changes in the 
United States debt position. 

(4) Social insurance.—Social insurance includes unemployment compensa- 
tion, accident on the job insurance, and the like. It is financed by having each 
enterprise (state-owned) pay from 3.7 to 10.7 percent of its payroll to the budget 
to cover its workers. This, of course, raises the price of commodities and is 
therefore paid by the consumer. In effect, then, the worker pays for his own 
insurance and the insurance levy can be looked upon as another aspect of the 
sales tax discussed above. 

(5) Other receipts.—The category “other receipts” includes a large number of 
small receipts such as customs receipts, reparations, state income from fines and 
licenses, inheritance tax, receipts of the machine tractor stations which appear 
in the budget on a gross basis, and the money income taxes on the collective farms 
and other cooperative organizations. 

The following table shows a rough breakdown of budget receipts of the 
U.S. 8S. R.: 





Budget receipts of the U. S. S. R., 1946-50 























[Billions of rubles] 
| 
1946 | 1947 | 1948 | 11949 | 1 1950 
| | 
Turn-over tax. ._....... Saeed keds Bak cinscnulban 190 240 | 248 | 262 239 
Piste oftelet. oc Si Sand: (58.4)}  (62.1)| — (57.6)|_ (58.8) 
IS Ress caintentcbat adumartadndhnedensnced ddan 16 21 27 | 34 40 
or aren Swtaneltimdacibre coed Wak caiene alia al (5) (5. 5) | (6. 2) | (7. 6) | 
Direct taxes on population...............-.......-..- 23 28 | 33 | 7 | 36 
ii RR (7.0) (7.3)} (7.7), (2) 
pS oie eae eee ten EP eee BEE Ye 125 26 | 24 | 23 | 32 
aaa OFDE SRR el RNR a aati bees are B 7. 6) (6. 6) | (5. 6) | (5. 1) | 
SSS SS eee ieee ep heating 112 115 | 116 | 18 ? 
| eR aE ee a pbibelalutixps tended tut odode (3. 6) (3.9) } (3. 7)} (3. 9) 
teeth cis bared dn cndatton enc bts cut dodeved 60 56 | 82 | 73 | ? 
RE CULL le de da stalk Sik Ram (18.4)} (14.6)} = (19.2)/ (16, 4) | 
EE Ge A inci sa citdvnekeasic. cktan cn: 325 386 429 | 447 | 433 
(100) (oo) (100) | (100) | 
i i 








1 Planned figures. 
Return or Sures Loanep to Sovrer Union 


Mr. Canrrevp. While we are on the subject of the Soviet Union, 
Mr. Secretary, have the Coast Guard ships that were loaned to the 
Soviet Union during World War II been returned to our country? 

Secretary Snyper. I do not know. 

Mr. Canriep. If it is agreeable to the committee, will you insert 
the answer to that question ? 

Secretary Snyper. We shall submit an answer for the record, Mr. 
Canfield. 

(The matter referred to is as follows:) 

Of the three Coast Guard icebreakers transferred to the Soviet Union during 
World War II, namely, the Northwind, Southwind, and Westwind, only the 
Southwind has been returned to the United States. Title to this vessel has been 
transferred to the Navy and that service has recommissioned and is presently 
operating it in far eastern waters. 
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Tue Nationa Dest 


Mr. CanrFie.p. Mr. Secretary, what is the last figure on the national 
debt and the interest thereon ¢ 

Secretary Snyper. As of January 31, 1951, the figure is 
$256,142,642,885,03. 

Mr. Canrie.p. And the interest thereon ? 

Secretary Snyper. $5,625,000,000 for the fiscal year 1951, ending 
June 30. 

Mr. Canrietp. The statutory limitation on the public debt is what? 

Secretary Snyper. $275 billion. 


EXPANSION oF THE Coast GUARD 


Mr. Canrretp. Mr. Secretary, billions of dollars are now being 
expended to modernize and expand the military components makin 
up our armed services. Insofar as the Coast Guard of the United 
States is a military unit, do you feel that its expansion is consistent 
with the military needs of this hour? 

Secretary Snyper. Yes, I do, because of the careful coordination 
that we have carried on with the Navy, so that there would be no 
question of building up a function here that would be duplicated in 
the Navy. 

Mr. Canrietp. Mr. Secretary, when there are meetings of the 
Joint Chiefs of Staff, is there a representative of the Coast Guard 
in attendance ? 

Secretary SNyper. No. We do have one in attendance when we 
are discussing the port security matter, which is the defense item on 
the Coast Guard operation. 


RESERVE TRAINING PROGRAM 


Mr. CanFie.p. This morning, Mr. Secretary, you told us that you 
were asking for an appropriation for the Reserve training program, 
of $2,000,000, an inerease of $1,000,000 over the amount appropriated 
for the fiscal year 1951. Yousay: 

In the light of current international developments affecting the security of 
the United States this increased request will undoubtedly be insufficient to 
provide an appropriate nucleus of trained reservists on which an expanded 
program can be built in an emergency. 

Last year, when you came before us, your request for your Reserve 
training program was $4,000,000. The Congress voted you $1,000,000. 
Your current request is for $2,000,000. Is there some reason why 
there should be a discrepancy of that kind? 

Secretary Snyper. Yes. As to the $4,000,000, we were not antici- 
pating any emergency at all. We were going to build up, and try to 
tie it on to all those ex-Coast Guard people, build them into a Reserve 
unit so that in case of an emergency we would have something to 
draw on. Now, with the present situation coming along, where you 
are giving us some additional funds for personnel, we are going to 
draw those into active service right away—that is, the very people 
that we possibly would have gotten into the Reserves a year ago. 
Therefore, for our current Reserve operations it will not take as much 
as it would have a year ago, because we are taking a lot of those people 
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directly into active service. But there are many of them we would 
like to start training in case this operation grows, so that we will be 
able more quickly to bring them into actual operation. 

Mr. CanFteLp. It is a fact, nevertheless, Mr. Secretary, is it not, 
that your budgetary request was for more than $2,000,000! 

Secretary Snyper. Last year? 

Mr. CAnrtevp. This year. 

Secretary Snyper. It is for $2,000,000, is it not ? 

Mr. Canrtetp. I mean your request of the Bureau of the Budget. 

Mr. Parsons. We asked for $6,000,000. Of course, that was at a 
time before this port security program was even under discussion, 
and then in addition there was the development that the Secretary 
referred to. 

Secretary Snyper. I think I have told you exactly the reasons for 
the smaller figure as it was rationalized by the Budget. 


Drug ADDICTION IN THE UNITED STATES 


Mr. Canrrevp. Mr. Secretary, I am quite concerned about what you 
have to say about increased drug addition in the United States. 

Secretary Snyper. It is very serious. 

Mr. CanrieLp. Particularly as it affects the teen-age group. The 
press today is filled with stories of this difficulty. Only today I 
picked up the morning issue of the New York Times, quoting District 
Attorney Frank S. Hogan in New York City on the lurid increase 
in addiction in the metropolitan area of New York since the war, the 
big rise being among the teen-agers to the extent, he said, of some 300 
percent this year over last year. 

Do you feel that the Bureau of Narcotics is being properly equipped 
to meet this challenge? 

Secretary Snyper. We certainly have not been. We have been 
extremely understaffed. But we have a real technical problem there 
and that is the careful training and selection of people to put into 
that kind of a job. You just cannot go out and advertise for 10 men 
for narcotics, because they have to have certain particular qualities 
that are rather interesting. They have got to be men of tremendous 
bravery, of great intestinal fortitude. They have to be clever. They 
have to be extremely loyal. It takes very careful screening to get 
those people. We have asked for how many new ones? 

Mr. Jonnson. Thirty. 

Secretary Snyper. That may not sound like a great many, but it 
would be difficult for us to get many more than that who would be 
qualified to do the job. We do not think that is enough, but we are 
being very practical about our approach to it. 

Mr. Anslinger, as you know, is an international authority in this 
field. We loan him to all of the international meetings on the suppres- 
sion of narcotics. He knows the people in the country who would 
be qualified to do this kind of work. But he is very conscientious about 
his request for budget appropriations because he knows where these 
people might be if he can get them, so he has settled for only what he 
thinks he can get, for the people that he can find in the field. 

Mr. CanrFietp. Dr. Anslinger is a great administrator ; this commit- 
tee = always felt that way. He knows his job and is devoted to his 
work. 
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Secretary Snyper. We think so. Do you have the figures on what 
has been asked in that field ? 

Mr. Jounson. Thirty additional agents, Mr. Secretary, and 14 addi- 
tional clerks, making a total of 44 increase in personnel. 

Secretary Snyper. I am sure he has indicated that he would like to 
get more if he could put his finger on them. But he is that con- 
scientious that he has not asked for 60 when he knew that he could 
only get 30. 

Mr. Canrietp. Do you know, Mr. Secretary, whether the Public 
Health Service has any relief in mind for the situation at Lexington 
where the hospital is reportedly so overcrowded } 

Mr. Parsons. That comes under the Public Health Service. May we 
submit a statement on that? 

Mr. Canrtetp. Yes. 

(The material requested is as follows :) 

The United States Public Health Service reported that they have plans in 
their 1952 budget to reduce the number of veteran neuropsychiatric non-addict 
patients at Fort Worth and to use those beds for the treatment of drug addicts. 
This would increase by 300 the number of beds for addicts. 


Savines Unprer MopernizatTion ProGRAM 


Mr. Canrtevp. You tell us, Mr. Secretary, that during the period 
of your modernization and management ore gE fgg program ap- 
proximately $60 million of definitely identifiable savings have been 
made. 

Secretary Snyper. The reason I say that is that we can show you 
the dollar marks. We think there have been many more savings and 
many more improvements that you just cannot spell out, or put the 
dollar mark on. This job is moving along a little smoother, or that 
one is turning out a better grade of work, something of that sort ; but 
you just cannot put a price mark on it. But when I say that these 
were effected, we can put our finger on it and say “Here are the 
dollars.” That is why I was so careful about that phraseology. We 
feel that in morale, in the general tempo, in the incentive, and that sort 
of thing, we have gotten great results out of it. I was specifically 
referring to the dollars that we could show you. 

Mr. Canrretp. But you did tell us that some of this money was going 
into internal revenue enforcement ? 

Secretary Snyper. That is correct. 

Mr. CanFietp. Making it unnecessary to ask for additional money ¢ 

Secretary Snyper. That is right. 


REWARDS 


Mr. Canriretp. How about your reward program’ That is quite 
an active thing? 

Secretary Snyper. It is very good and they are bringing up new 
ideas constantly. We have got something else new, and if } you have 
not heard of this, I know you are going to be interested in it. The 
Public Debt Bureau has worked out in ‘conjunction with the Bureau 
of Standards a new electronic counting system for redeemed cur- 
rency. That used to be done by hand, but that comes into these ma- 
chines now and they count off these dollar bills by electronics. That 
is going to result in the saving, I believe, of 86 people a year. 
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The cost. will be absorbed in a very little time. They are making 
remarkable progress. 

Now we have got the rest of our bureaus looking into that to see 
if they can adapt it to their own operations where they have counting 
operations going on, particularly in the Bureau of Engraving and 
Printing; and also in the Savings Bond Division. 

It is one of those things that grew out of studies that started in 
the Bureau of the Public Debt because, as you know, the Federal 
Reserve banks ship in all this unfit currency. It is counted at the 
bank and we recount it here. 

I think we have to print new something around $35,000,000 every 
day to replace the worn-out currency. So you can see what a tre- 
mendous job that is, just counting this old stuff as it comes in from 
the Federal Reserve banks. 

So they designed that machine within the last year as part of this 
improvement program. The Bureau of Standards joined in on the 
operation. It is a really fascinating and inspiring thing to see these 
new things. Somebody says, “Can’t we do this better, or can’t we do 
that better?” And all those suggestions come from within, because 
they have the spirit of the thing. 

Mr. Canrievp, I am glad to hear that, Mr. Secretary. I have felt 
that in the last few years you were making great strides in this mod- 
ernization program and I wish more agencies in our Government 
would follow that pattern. 

Secretary Snyper. We must give a lot of credit to Mrs. Ross who 
has done a great job in the mint in modernization, bringing things 
up to date, doing things a little better, with different types of stamp- 
ing machinery and different counting devices, and so on. I could 
go through the whole organization, though, and point out where they 
have been doing these things better and more efficiently, and with 
better spirit in their organization. 

(Discussion off the record.) 

Mr. Parsons. One other illustration of the type of thing that the 
Secretary is referring to, and which I think you gentlemen have seen, 
is the electronic computer that the Collector’s office of the Internal 
Revenue Bureau is using. That is a pioneering venture in the field 
of the use of electronics, one of the first commercial adaptions of that 
equipment, and I think the Bureau is to be commended for it. In fact, 
the International Business Machines Co. is working with some of our 
people in the Bureau perfecting that machine and that operation. It 
is really amazing. 

Secretary Snyper. I thought we told the committee about that. 

Mr. Gary. We had a good deal in the record on that last year and 
the committee went to New York and saw it in operation. 

Secretary Snyper. I thought that we had covered that last year. 
I was just trying to tell you about the new things that we had. 

Mr. Canrietp. I am glad to hear you review the. accomplishments 
of the Customs management improvement program, telling us that 
nearly all of the 180 vom aot He which grew out of the Mc- 
Kinsey Report had been investigated and evaluated and a total of 
85 percent had been accepted and put into effect. You stress, how- 
ever, that there is still something that the Congress can do? 
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Secretary Snyper. We sent a bill up, you remember, last year and 
got Chairman Doughton to introduce it, and it rather hung fire. 

Mr. Canrrerp. Tell us what you think it will mean in the way of 
real money ¢ 

Mr. Granam. If I may answer the first question, sir, we sent it up, 
I believe in May and at that time we hoped that the Congress would 
have an opportunity to take it up. Of course, the events in Korea 
‘ame along in June and Congress had to work overtime on tax legis- 
lation. It was introduced, I believe, on about the 2d or the 5th of 
January by Mr. Doughton and as the Secretary indicated in his state- 
ment we are hopeful that the Congress will have an opportunity to 
consider it this year. 

There are a great many advantages which would come to us, by 
the change in legislation, which would permit us to expedite the flow 
of all international traffic and merchandise, if we could get some 
of the restrictions removed which have been in the law. 

I do not believe I can tell you at this time the exact amount of 
money that would be represented by those savings. I think you can 
say that we have made some progress in the same line by administra- 
tive changes and it is reasonable to suppose that they would be com- 
parable. 

Mr. Canrtevp. That is all, Mr. Chairman. 





INTERCHANGE OF APPROPRIATIONS FOR PRODUCTION oF CURRENCY 


Mr. Frernanprez. Mr. Chairman, the Secretary in discussing the 
Office of the Treasurer of the United States said that the estimated 
requirements for salaries and expenses, 1952, are $15,925,000 in excess 
of the funds available for the current year, but that $15,861,265 of 
that increase represents funds necessary to reimburse the Bureau of 
Engraving and Printing for certain work and services contemplated 
under Public Law 656, Eighty-first Congress, heretofore financed 
from other appropriations. 

I suppose that that will be developed in detail at the proper point 
in the hearings, but I was wondering if the Secretary could give us 
just a brief résumé of what those services are and what he is talking 
about. 

Secretary Snyper. Yes; the difference is there because of a change 
in seeking the appropriations, but I will ask Mr. Parsons to talk 
of that. 

Mr. Parsons. That results from legislation. The law was passed 
last year with regard to the Bureau of Engraving and Printing, plac- 
ing them on a revolving fund basis and providing for a business-type 
budget. Heretofore, the money was appropriated directly to the 
Bureau of Engraving and Printing to finance the production of cur- 
rency. Under the present plan, the money is appropriated to the 
Treasurer who, m turn, will, in effect, buy the currency from the 
Bureau. The Bureau then becomes a commercial type of business, 
merely producing the currency and the Treasurer procurring the 
currency, the product, so to speak, from the Bureau of Engraving 
and Printing, and paving for it. It is merely an interchange of ap- 
propriation from the Bureau of Engraving and Printing to the Office 
of the Treasurer. 
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Corn aNp Currency INvenroRIES AND RepLaceMENTS 


Mr. Frernanpez. I see. The Secretary also stated that the Mint 
reduced its force 25 percent in the fiscal year 1950 and effected savings 
of $1,000,000 in its appropriations. Then in 1951, from July through 
November. the Mint sent into circulation about 900,000,000 coins, 
almost double the amount during the entire fiscal year 1950. Why 
is that ? 

Secretary Snyper. We had built up inventories; stockpiles, at the 
mints; also, in the Federal Reserve vaults. That has gone out now 
and we are stepping up operations in the mints again. 

Mr. Fernanprz. Then the big reduction back in 1950 was because 
of your inventories which were built up, but are now being used up 
and need to be replaced ? 

Secretary Snyper. The demand was off, and the inventories were 
increasing ; so they reduced the force. 

Mr. Parsons. The demand since July has picked up tremendously. 

Secretary Snyper. That is true. What I meant was that the reason 
we laid the people off was because of a slowing down in operations. 

Mr. Parsons. Yes. 

Mr. Canrievp.I think the gentleman means that there was an 
unusual demand. 

Secretary Snyper. There is an exceptionally unusual demand now. 

Mr. Fernanpez. Last year you requested a considerable amount of 
money for replacement of currency which was worn out. What is 
the situation now with respect to that ? 

Secretary Snyper. It is not much better. We have not caught up 
on it yet. We are still away behind. I wish you could see these ma- 
chines. I went out to see these machines inaugurated the other day. 
I wish you could see some of the currency that is coming in. It is 
really filthy and terrible looking. They are keeping it in circulation 
longer than they used to. Our reserve is still very narrow. We are 
right up on the edge. 

Mr. Jounson. The Treasury reserve stock right now is no better 
than it was when we talked to you last year. 

Mr. Fernanprz. I saw a picture the other day where they were 
putting bundles of money into the fire; and I did not like it. ~ 

Secretary Snyper. We burn up about $31 million a day. 


Untrep Strares Coast Guarp RESERVE 


Mr. Fernanpvez. I notice that the Secretary said, with reference to 
the United States Coast Guard Reserve, that they were asking $2 
million. Last year your request was, as I recall it, $4 million. I 
was wondering what made the difference and why you asked for $4 
million then and only $2 million this time? ee 

Secretary Snyper. I just explained that to Congressman Canfield, 
but I will repeat it. At that time we were in an emergency situation. 
What we were trying to do was to build up a reserve corps and interest 
all those former Coast Guard men to keep up their interest and train- 
ing in the Reserve so as to be ready for an emergency. It would have 
been a good thing if we could have done it, because we would have 
gotten an earlier start training men. The reason we ask for iess 
this time is that when we first initiated the request it was before Korea 
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and it was for $6,000,000. But, after we got into Korea and got some 
extra money for increasing the Coast Guard to meet the port security 
program, we were able to take into the active service many of the men 
whom we would have put into the Reserve Corps if we could have 
gotten them. Therefore, it took less money to carry out the program 
for the people still available to us, because we have that augmented 
now by being able to put many of them into active service. 

Mr. Fernanvez. I had anticipated that because of that you prob- 
ably would not need any for the reserves. 

Secretary Snyper. But we still do, because we are not going to full 
strength yet by a long way. If we went into an all-out war, then we 
would have to augment the Coast Guard greatly, the personnel, even 
if it went to the Navy. And, because of the peculiar type of much 
of the Coast Guard operations, where it is not identical with the Navy 
operations, we have to put those people in training and feed them 
into the service as it becomes necessary to have a larger number of 
personnel. 

Mr. Fernanvez. The Congress only gave you $1,000,000 last year. 
At the proper place in the hearings we would be interested in seeing 
the detailed report on what was done with the $1,000,000. 

Secretary Snyper. Yes,sir. We will have them prepared to answer 
that question at the proper time. 


Revo.tvinc Funp Procepure 1x Bureau or ENGRAVING AND PRINTING 


Mr. James. Mr. Secretary, I would like to go back for a moment 
to this plan of a commercial budget in the Bureau of Engraving and 
Printing, with a revolving fund set-up. Whereabouts in the set-up 
will the cost of production be controlled and the price fixed ? 

Mr. Parsons. The Bureau of Engraving and Printing has a very 
complete and comprehensive cost-accounting system in which they cost 
all of their products. As you probably know, they produce a good 
many different items besides currency, such as postage stamps, revenue 
stamps, and so forth. 

Their system is so geared that all of the elements of direct cost 
going into any particular product are so allocated that ultimately the 
cost for producing the currency, which is turned over to the Treasurer 
of the United States and to the Federal Reserve System, is determined 
by that rather comprehensive cost-accounting system. 

Mr. James. The buyer would have the right to question or to 
dispute the cost of production ; is that correct? 

Mr. Parsons. I do not know that that would be a problem, since 
all the customers are other Government agencies or related institutions. 
Certainly, if there were any questions arising as to the cost, I am sure 
both parties to the matter—that is, the Bureau and the other agencies 
concerned—could sit down together and thrash it out. That is, if 
there were serious differences or questions. Colonel, do you know 
about that ? 

Mr. Jounson. I think that is right. But I also think it might be 
well to add that we think there is some incentive involved in that 
because, if somebody would question the cost, it would make them more 
apt to analyze their own costs more frequently. 
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Mr. James. That is what I wanted to know, whether there is a point 
at which the cost of production will be controlled or governed, because 
it would be a cheek in matter, of course, if production went beyond 
reason, that the Government would stilf have to pay for what you 
might call excessive spoilage or waste or unnecessary overtime. 

Mr. Parson. One of the big advantages of this business-type budget 
is that it will tend to make both the Bureau itself and its customers 
cost-conscious. Heretofore, when the Bureau had the entire amount 
as an appropriation, there was no incentive on the Treasurer’s office 
to question how much it cost to make that currency. I think this 
approach to budgeting makes both the Bureau itself and its users very 
cost-conscious. I think that is one of the major purposes of it. 

Mr. James. Present company excepted, I have not found many 
agencies of Government very cost-conscious up to this time. I have 
been just a little concerned about this phase of it. 

Mr. Parsons. This is a change in that direction. That is one of the 
major purposes of it. 

Secretary Snyper. Are you concerned about our being concerned ? 

Mr. James. I excluded present company. 

Mr. Gary. Does not that take it out of the hands of Congress; that is, 
the matter of determining the cost ? 

Secretary Snyper. Oh, no. 

Mr. Gary. Where does that control come in? 

Secretary Snyper. Before, you did not question that at all. We 
went in and asked for the appropriation for the Bureau of Engraving 
and Printing. That did not enter into it. You are in much better 
shape than you were then, because you have two or three different 
groups who are buying this money, who are watching that cost for 
you. 

Mr. Gary. But before we had to approve it. 

Secretary Snyper. You approve it now. 

Mr. Gary. We approved it for the Bureau of Engraving and 
Printing. 

Secretary Snyper. You approve the funds here. 

Mr. Gary. But we approved the number of personnel for the Bu- 
reau of Engraving and Printing, and so forth. 

Mr. Parsons. That is right. 

Mr. Gary. Does this contemplate that we lose that control ? 

Mr. Parsons. As I visualize it, what you will do under this system 
is this: You will talk it over with the Treasurer of the United States 
and ask, “How much currency is she going to need and what will 
be the cost of that currency?” That cost then relates directly back 
to the operation of the Bureau of Engraving and Printing. If, in the 
production of that currency, the cost goes up drastically, that is an 
immediate cue that something has happened; that the estimates from 
the Bureau of Engraving and Printing as to the cost of that currency 
were wrong. 

Secretary Snyper. This committee has the absolute right to go 
through and investigate it. 

Mr. Parsons. Both in the Office of the Treasurer and in the Bureau 
itself. 

Mr. Fernanvez. In other words, you are asking for this amount 
for that purpose now ? , 

Mr. Parsons. That is right. 
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Mr. Fernanpez. And it is encumbent upon the committee, when 
we have the Bureau of Engraving and Printing here, to find out what 
they are doing in producing currency with respect to cost. 

Mr. Parsons. That is correct. 

Mr. James. And we will know the amount of money that is required 
for the purchase of the currency / 

Mr. Parsons. Yes, sir. 

Secretary Snyper. But it does not remove the right of the Congress, 
which you had before, to investigate whether those are the proper 
costs, and that sort of thing, or of going into the question of per- 
sonnel; is not that correct ¢ 
Mr. Parsons. That is quite right, certainly. 


SALE or SAviINGs Bonps 


Mr. James. Just one other thing I would like to discuss for a 
minute. ‘This may seem a little academic at the moment, but I am 
interested in this plan for the extension of time on these E bonds, and 
the extension of the interest. Your recital of the purchases of 
E bonds against redemptions was very interesting. Also, it is very 
interesting to note that payroll deduction varticipation is creasing 
in the factories and industries. This, of course, is a pretty live 
subject of conversation on the street right now, as you probably know? 

Secretary Snyper. Oh, yes. 

Mr. James. Have you had any experience that might tell you what 
the score behind those E bonds might be; how many will hold them 
until redemption time? What I am trying to get at is this: Do you 
know what percentage of them are purchased and held or likely to be 
held? 

Secretary Snyper. I do not think we have any record on that right. 
now. 

Mr. James. I wonder if that would be extremely difficult to get. 

Secretary Snyper. But we can give youa pies, I think, from this 
first. $1,100,000,000 that comes due this year. We can get a pretty 
good feel from that. For instance, what were e the sales of E bonds in 
1941¢ That might help to get at that problem. 

Mr. James. It might give a general idea. 

Sec retary SNYDER. Bee: iuse we know of the $1,100,000,000 coming 
due, we will say, and what the sales were and that would give you 
the attrition over that period of time. 

Mr. Herre.Fincer. Sales of E bonds in 1941 fiscal year were $203,- 
000,000, Mr. Secretary. The $1,100,000,000 is part of the fiscal year 
1941 and 1942. 

Secretary Snyper. I was speaking of ~ calendar year. 

Mr. Herrevrincer. For the fiscal year 1941 we sold $203,000,000. 
That was just for May and June. For the fiscal year 1942 we sold 
$3,500,000,000. But the predominant part was in the latter part of 
fiscal year 1942. 

Secretary Snyper. If that is the case, they have held up well. 

Mr. James. I suspect that that is in great part among the people 
of the middle and slightly higher incomes who bought them and 
intend to hold them ¢ 

Secretary Snyper. Of course, you know, when we got into these 
pressure drives, at the height of the war, we had a greater attrition 
then than we had during the peacetime drives, because we cut out the 
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forced selling after the war was over and put it on the basis of merit 
in the product and the thrift idea. 

Now, there was $1.600,000,000 series E bonds sold in calendar year 
1941 and $500,000,000 have been redeemed, leaving $1,100,000,000 
still outstanding. That is remarkable, when you think that more than 
two-thirds of them that were sold in 1941 are still outstanding. But 
we may not. have that same ratio as we get up to those which were 
sold at the height of the war, because there were many that were sold 
and at the end of 60 days the owners cashed them. We had a pretty 
heavy attrition along that line. But since the war I think our record 
goes the other way. They bought them to keep and are holding onto 
them pretty well. The fact that we have still close to $35,000,000,000 
of them outstanding is evidence that the people think it is a popular 
investment. 

Mr. James. Mr. Secretary, I do not know whether it has come to 
your attention, but to me there seems to be an awareness on the part 
of the people who do hold these bonds that the advantage lies in tak- 
ing up the G bonds. Have you found that ¢ 

Secretary Snyper. No; we have arranged it so, if they wanted to 
do it, that was fine; we wanted to give them that option, to get an 
income-producing bond. If they hold the G bond, they get their 
interest every 6 months. 

Mr. James. That is exactly the argument. 

Secretary Snyper. We found many others that just did not want to 
bother with doing anything about a bond at all. They did want to 
feel that they were not going to lose their interest in the bond if they 
did not bring it in right away and do something about it. This first. 
$1,000,000,000 is going to give us some good experience, because then 
we will be better prepared to meet the larger maturities as they begin 
to turn up. 

So far, that G bond has been considered as a third option. We think 
of it as something that is available if they want it, and we will be very 
much interested to see how people come into that particular field. 
Maybe some of them will; that 1s, after they have saved a thousand 
dollars or two thousand dollars, they would like to have that interest 
coming in regularly; whereas, when they were building up their E 
bond, that was not so much of a factor. 

Mr. James. That brings up a question that you may not be able to 
answer at thistime. In your effort to sell these types of savings bonds, 
E or G, do you have any idea at this time which plan you are going 
to accent in your compaign ¢ 

Secretary Snyper. Keep your investment; that is, it is up to you, 
but we would like to have you keep your investment. But we have got 
to be extremely cautious about one thing. We do not want anyone to 
get the notion that if they want their money it is not there. 

There are many who feel that they would like to keep their invest- 
ment, and we are trying to fix up a simple way for them to keep that 
investment in their bonds; and if their economic situation changes and 
they would like to have a little added income from their security they 
can switch to the G type of bond and get that regular income. The 
consensus of those who have studied the matter is that the automatic 
extension of the E bond will be the popular one. 

Mr. James. Thank you very much. 

7996 1—51—_—--4 
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Revoitvine Funp Procepure 1n Bureau or ENGRAVING AND PRINTING 


Mr. Gary. Mr. Secretary, in dealing with the Bureau of Engraving 
and Printing matter a little while ago you referred to the revolving 
fund. Will we have to continue to ales appropriations for the re- 
volving fund, or, after we make the initial appropriation, will the fund 
revolve to the extent that we will not have to replenish it with further 
appropriations ¢ 

Secretary Snyper. Will further appropriations be needed to re- 
plenish it, Mr. Johnson ¢ 

Mr. Jounson. The replenishment of the fund really results from 
reimbursements made to the revolving fund. So, unless the need for 
replacement and increases in capital equipment or something of that 
kind should become suddenly acute, it is our plan that the original 
amount that we are asking for should be sufficient, and that we will 
operate the fund on a revolving fund basis with reimbursement from 
those who receive services rendered by the Bureau, such as the Post 
Office, the Federal Reserve Board, the Bureau of Internal Revenue, 
the Treasurer of the United States, and the Bureau of the Public Debt, 
most of which you will have an opportunity to evaluate and approve 
before the money is actually appropriated. 

Mr. Gary. Mr. Secretary, we thank you very much for your testi- 
mony. It is useless to say this in your case, I believe, because I am 
sure that you are making a conscientious effort to hold expenditures 
down, but we do have a very serious problem before us this session, 
because with the tremendous defense expenditures that are necessary 
we certainly must do everything that we can to hold the nondefense 
items to an absolute minimum. 

Secretary Snyper. I certainly concur in that objective; and, as a 
matter of fact, I concur in that objective any day, in peacetime or any 
other time. 

Mr. Gary. I know youdo. You have worked very closely with this 
committee in trying to accomplish that objective. We appreciate it, 
but we really have a very serious problem to face in trying to provide 
the necessary money with which to carry on the essential activities of 
the Government and at the same time keep expenditures at an abso- 
lute minimum, so that we can maintain a sound fiscal policy. 

Secretary Snyper. There is always a real problem in administra- 
tion, even in private corporations as well as in public office, when you 
have as large an organization as the Treasury with around 100,000 
people scattered in many offices and buildings and locations such as 
we have, many of them isolated, such as the Coast Guard, and things 
of that sort. It is a tremendous problem in being sure that every 
man is working his full daily stint in an efficient and commendable 
fashion. That just becomes difficult. I have listened to that same 
problem in General Motors and in Standard Oil. That is a problem 
that is inherent in the employment of a large mass of people, but I do 

vant you to know that, in spite of some isolated experiences that 
someone might have of finding someone sitting around somewhere, 
when you get at the over-all attempt to try to bring greater efficiency 
into mass operations, I think you will find that all of our people in the 
Treasury are conscientiously and enthusiastically working toward that 
end, and we just are very unhappy when some isolated imstance 
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she reflects, when it is blown completely out of its proportions to make it 
appear that there is a lot of slackness in the operation. That will 
ne happen; we know it, and we appreciate the indulgence of this com- 
mittee in digging into those things, and in weighing an incident in its 
oa proper balance. We want to correct even the little ones, if we can; 
| but, if it is something that really shows real abuse, then I assure you 
1er sia aa OE 
we are anxious to correct it. 
Thank you very much. It is always a real pleasure to come before 
a this committee. I look forward to these days with this committee, 
man because it is always a pleasant occasion. 
Thank you. 
[or 
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DIRECT OBLIGATIONS 
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Obligations by activities 






































Description | 1950 actual | 1951 estimate | 1952 estimate 

DIRECT OBLIGATIONS | 

} ' 
1. Assessment and collection of duties, taxes, and fees.........| $26,789,284 | $27,673,639 | $28, 757, 700 
2. Appraisal of imported merchandise | 4, 342, 804 4, 564, 661 | 4, 825, 200 

3. Investigations of violations of customs and related laws and | 
regulations. _- . -| 1, 736, 674 | 1, 744, 800 1, 756, 200 
4. Audit of collection and merchandise accounts. 1, 080, 696 | 1, 103, 300 1, 138, 000 

5. Analysis and identification of merchandise for tariff pur- | | } 
ii BER oh TG Ri TER | 7, 442 504, 700 | 609, 500 
Re eenewe Meee i eco a | 1, 151, 328 1, 172, 400 | 1, 213, 400 
Total direct obligations..........._. Ai eet AE Sede | 35,688,228 | 36,859.500 | 38, 300, 000 

REIMBURSABLE OBLIGATIONS | 

| | 
1. Assessment and collection of duties, taxes, and fees 5, 310, 860 f, 842, 400 | 6, 062, 400 
2. Appraisal of imported merchandise | 33, 883 34, 000 34, 000 

5. Analysis and identification of merchandise for tariff t pur- } | 
SS ee n 3, 563 3, 600 | 3, 600 
Total reimbursable obligations.._....................--- | 5, 348, 306 5, 900, 000 | 6, 100, 000 
RI ie ae | 41,036,534 | 42,753,500 | 44, 400, 000 

' ' i 

Obligations by objects 
Object classification 1950 actual | 1951 estimate | 1952 estimate 
; = 





Total number of permanent 
Full-time equivalent of all other positions 
Average number of all employees 





SUMMARY OF PERSONAL SERVICES 


sitions 


Personal service obligations: 


Permanent positions... 


Part-time and temporary positions. a, os ce 
Regular pay in excess of 52-week base _. 


Total personal service obligations 


Deduct charges for quarters and subsistence furnished 


Net personal service obligations 


Personal services _-- 


Travel 


Transportation of things. oe EEE WE ET Ae 
Communication services........................-- 
Rents and utility services 
Printing and reproduction 
Other contractual services . 
Supplies and materials 


Equipment. 


Refunds, awards, and indemnities_ 


Total direct obligations 


Personal services ____ 


Travel 


Transportation of things 


DIRECT OBLIGATIONS 


REIMBURSABLE OBLIGATIONS 


Communication services - 


Rents and utility services. 
Printing and reproduction 


Other contractual services ____- 


Supplies and materials...______- 


Equipment 


Total reimbursable obligations 


Sn we 


















































8. 308 8, 559 | 8, 668 

| 307 301 | 301 

8.177 8, 350 | 8, 622 

| $32, 833,039 | $34, 322, 400 | $35, 680, 790 

458, 355 437, 500 | 437, 500 

131, 192 |___. ee 137, 968 

5, 227, 797 5, 755, 800 | 5, 934, 600 

38,650,383 | 40, 515, 700 | 42, 190, 858 

11, 408 | 11, 500 | 11, 500 

-| 38,638.975 | 40,504,200 | 42, 179, 358 
| ae iad ae | 
| 

...-| 33,361,115 | 34,675,100 | 36, 150, 258 

..| 261. 311 260, 000 | 260, 000 

.| 352, 529 375, 000 | 75, 000 

A 276. 267 280, 000 | 280. 000 

| 215, 261 245, 000 | 132, 200 

| 196, 266 198, 400 | 290, 000 

211, 789 215, 000 215, 000 

318, 324 325, 000 317, 542 

410, 004 200. 000 200, 000 

85, 362 80, 000 80, 000 

35, 688,228 | 36,853, 500 38, 300. 000 

5, 277, 860 5, 829. 100 6, 029, 100 

| 24, 527 24, 500 | 24, 500 
| 97 1, 000 | 

1, 600 1. 600 | i 800 

5, 227 6, 200 | 5, 200 

32, 746 33, 000 33. 000 

1, 211 1, 500 1, 500 

4,117 | 4, 100 4, 100 

| APOC, cc ema 

| 5, 348, 306 5, 900. 000 6, 100, 000 

| 41,036. 534 | 42,753,500 | 44, 400, 000 
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Mr. Gary. We will now take up the estimates for the Bureau of 
the Customs. Mr. Dow, do you have a general statement ‘ 

Mr. Dow. No, Mr. Chairman, we have not prepared any written 
statement. 

Mr. Gary. Would you like to make any general remarks? 

Mr. Dow. Well, I would like to say that in the last 3 years the 
customs transactions have increased at the rate of 10 to 15 percent 
each year, and last spring they jumped up about 40 percent, and the 
personnel is not any greater. We have had a lot of complaints about 
moving merchandise through the customs. 

Mr. Gary. We will insert at this point in the record pages 112 and 
113 of the justifications. 

(The matter referred to is as follows :) 


Analysis of appropriation base for fiscal year 1952 


Regnier @nepoeriation, JOG) | BOG cic ccs cncstect meee eene $36, 600, 000 
Supplemental appropriation for 1951__----.--------_------------- +225, 000 
Teer WOE OIRINRIORS “Tito ote 36, 825, 000 


Reductions : 
1. Assessment and collection of duties, taxes, and fees_ $154, 658 


2. Appraisal of imported merchandise__________----_- 54, 800 
3. Investigations of violations of customs and related 
igwe mnt Teg@intOne) oo ea 9, 600 
4. Audit of collection and merchandise accounts___~~_ 100 
5. Analysis and identification of merchandise for tariff 
BEN ERE BSE Ke EE 600 
Se. CLC nk ripe phacateierccetaces 500 
| RES See eae 5 Re ao eS ST's, or Sg ae —220, 258 
Additions: 
1, Assessment and collection of duties, taxes, and 
ence RRR Bh nak Bel Slik RY le 572, 469 
2. Appraisal of imported merchandise_______________ 138, 729 
3. Investigations of violations of customs and re- 
lated laws and regulations.__-__._._._..-._______-_ 1, 000 
4. Audit of collection and merchandise accounts______ 700 
5. Analysis and identification of merchandise for tariff 
Ds 0 GRR BOR Ree B ORs YI St oe sho oe eee 400 
4: Mixecntivg: directions ass nid ced Stee 800 
zi. | ob SRR ieail Reteeedrinceretii ai tilts 852%, BA icone 9. alae +714, 098 
AGsustment in. base: (et) et +493, 840 
SR RS Ge Bis ie  e  i e 37, 318, 840 
Appropriation estimate for 1008.28. ose 38, 300, 000 
Increase over appropriation base for 1952__..__.__-.______ 981, 160 
Increase or decrease from total appropriation, 1951__________ 1, 475, 000 
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Comparison of appropriation base with appropriation estimate for 1952 




















Appropriation base Appropriation bac 
| for 1952 estimate for 1952 | Merease or decrease 
Activity | T 
Average) Average Average) 
|positions! Amount positions| Amount {positions} “™7ount 
j 
1. Assessment and collection of duties, | | 
taxes, and fees...._............ | 6, 192.2 |$28,069, 650 | 6, 259.2 |$28, 757, 700 67.0 | $688,050 
2. Appraisal of imported merchandise.| 1,145.5 | 4,644,790 | 1,178.5 | 4,825,200 33.0 | 180, 410 
3. Investigations of violations of cus- | } 
toms and related laws and regula- | | 
tions __- ae See 278.5 | 1,735,200} 278.5] 1,756,200 j.......- 21, 000 
4. Audit of collection and merchandise | | | | | 
accounts... ~~ | 216.0} 1,103,200 | 220.0 | 1, 138,000 4.0 34, 800 
5. Analysis and identification of mer- | | 
chandise for tariff purposes ___- 117.8 | 594, 100 117.8 609, 500 |...----.-] 15, 400 
6. Executive direction. .............. 225.0 | 1,171,900} 230.0 | 1,218, 400 | 5.0 41, 500 
Increase over appropriation base_| 8,175.0 | 37,318,840 | 8, 284.0 | 38, 300, 000 109.0 | 981, 160 


Adjustment in base (net) _____- — 163.1 —493,840 |. +163.1 | +493, 840 





Total, appropriation 1951, and | j | 
appropriation estimate for 1952_, 8,011.9 | 36,825,000 | 8, 284.0 | 38,300, 000 272.1 1, 475, 000 
} j j 








GENERAL STATEMENT 


Mr. Dow. The principal functions of the Bureau of Customs are 
to enter and clear vessels; supervise the discharge of cargo; ascer- 
tain the quantities of imported merchandise; appraise and classify 
such merchandise and assess and collect the duties thereon; control 
the customs warehousing of imports; inspect international traffic by 
vessel, highway, railroad, and air; review protests against the pay- 
ment of duties; determine and certify for payment the amount of 
draw-back due upon the exportation of articles produced from duty- 
paid or tax-paid imports; prevent smuggling, undervaluation, and 
frauds on the customs revenue; apprehend violators of the customs 
law ; enforce the Antidumping Act; and perform certain duties under 
the Foreign-Trade Zones Act. 

The appropriation requirements of the United States Customs 
Service are _ tient by forces almost wholly outside Customs’ 
administrative control. As a service organization, its manpower 
needs are governed to a large extent by the volume of imports, number 
of travelers, and related transactions it is called upon to process. This 
workload has risen continuously in the postwar period. Formal 
entries, which are probably the most important workload indicator, 
have increased as follows: 


Formal entries 


Workload 

increase 

Fiscal periods compared: (percent) 
I a a ee ea Bi > a | 
me Se oe ee Pr a ee Ste Py Se ead a A 14.6 
i ES reat tere nS te she ens de Nn eee Ce 14.6 
1950 over 1949, fourth quarter (April, May, June)_-__-______________ 25.7 
1951 over 1950, first quarter (July, August, September)_______________ 39. 4 


This increase in measurable workload, especially the tremendous 
and continuing upsurge since April 1950, has resulted in bogging 
down customs operations at nearly every port in the United States. 
Delays to importers, both in obtaining release of their merchandise 
and in ascertaining their duty liability, are resulting. Justifiable 
complaints from the importing public are being received daily. 
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Administratively, Customs is continually trying to improve its 
procedures and make them more efficient. Over the past. few years the 
customs management improvement program, which has as its objec- 
tive improved service at reduced cost, has been intensified and has 
contributed materially to Customs’ ability to meet the increased de- 
mands for services. As a result of these endeavors, during the fiscal 
years 1948, 1949, and 1950, on which actual results are known, the 
Customs Service has been able to effectively handle an increase of 
over 47 percent in business and has done this job with a reduced staff 
that has saved the taxpayers over $12,000,000 as compared with Cus- 
toms 1947 staff. However, despite these management savings, the 
present and anticipated workload increases make it impossible for 
Customs with its existing staff to effectively enforce the laws which 
it is administering and at the same time give to the public the kind 
of service it has a right to expect. 

In the fiscal year 1947, Customs full-time permanent employees 
averaged 8,219; in 1951, despite a total actual and estimated work- 
load increase of more than 90 percent over 1947, only 7,857 such em- 
ployees, or approximately 5 percent less than the average for 1947, 
can be financed from presently available appropriations. 

The Second Supplemental Appropriation Act of 1951 provided 
202 additional positions on a part-year basis. The appropriation 
base for 1952 has been adjusted to cover the carry-over cost of these 
positions. Despite this increase in staff, Customs only hope of suc- 
cessfully meeting the additional workload anticipated in 1952 is to 


receive the additional positions summarized below. 
Number of 
Activity : positions 


Assessment and collection of duties, taxes, and fees___..__________--_- 67 
Appraisal of imported merchandise___________..-____-__---_--------- 35 
Audit of collection and merchandise accounts_______.__-_...----_-_----- + 
AIRES SES RR INATE, 2 250 SRE Siete eS 5 

ag scien campncnebonarmanngarenmree 109 


A detailed justification of these increases by activity follows a dis- 
cussion of the proposed language change and an explanation of the 
adjustments to the appropriation base. 


INcREASE REQUESTED FOR 1952 


Mr. Gary. It appears from the table on page 112 that the regular 
appropriation for 1951 was $36,600,000, and there was a supplemental 
appropriation of $225,009, making a total of $36,825,000. 

The request for 1952 is for $38,300,000. That is an increase of $1,- 
475,000. 

Will you explain the reason for that increase, Mr. Dow ? 

Mr. Dow. Mr. Strubinger, the Assistant Commissioner, has the de- 
tail, and I would like to ask him to give it to you. There are a lot of 
pluses and minuses all through here. Do you want to complete break- 
down of all of the minuses and pluses? 

Mr. Gary. Well, I would like to have a general explanation. 

Mr. Srrupincer. The additions, Mr. Chairman, are broken down 
by organization unit, or function. 

On activity No. 1, we have first an item of $100,000 which repre- 
sents the savings which are plowed back into operations to meet the 
increased workload; $21,800 represents the comparative transfer cost 
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of printing Treasury decisions, and that is transferred from miscel- 
laneous expenses of the Treasury Department; $91,600 represents 
the transfer cost of work performed by the Bureau of Engraving 
and Printing, for printing revenue and baggage stamps. There is 
$100,000 for 49 positions which were funded in part by the final re- 
lease of the reserve originally established by the Bureau of the Budget 
under section 1214, and $259,069, for 135 new positions being funded 
for a part of 1951 by $225,000 supplemental appropriation, Second 
Supplemental Appropriation Act of 1951, making a total for the 
assessment and collection of duties unit of $572,469. 


NEW POSITIONS 


Mr. Gary. When you say new positions, does that mean entirely 
new positions for 1952 over and above those authorized for 1951? 

Mr. Srrusincer. It would mean that many additional man-years: 
yes, sir. Actually the average position increase is 67 positions over 
the 1951 base. , 

Mr. Gary. We allowed you some additional personnel in the sup- 
plemental appropriation. 

Mr. Srrupincer. Yes, sir; that is correct. 

Mr. Gary. Is this over and above that amount which we allowed 
in the supplemental ? 

Mr. Strupincer. No, sir. 

Mr. Gary. Or is this to carry the personnel that we authorized in 
the supplemental ¢ 

Mr. Dow. This is to carry them over, that is right. The figures he 
just gave you represent the amount of money necessary to carry the 
positions you gave us in the supplemental for the full fiscal year. 

Mr. Zrenu. May I give the detail on activity No. 1, Mr. Commis- 
sioner ? 

Mr. Dow. Yes. 

Mr. Zrenx. The reserve that was released by the Bureau of the 
Budget that Mr. Strubinger spoke about was for a total of 49 positions. 
Of those positions because of the time of the year they were put on we 
can only get 16 man-years in, and therefore the additional 33 plus 16 
makes the 49, and that will be a 33 man-year carry-over on average 
positions which will go into next year. That simply represents the 
cost of carrying those positions in the next year. 

Similarly on the supplemental which was approved by Congress 
when we met with your committee in December that particular sup- 
plemental provided funds for a total of 135 positions. Actually, be- 
cause of the period of the year in which they were put on an average 
of about 4 months is the length of time they would be on. The man- 
years which this would represent in this ficsal year would be 50 man- 
years, and therefore the balance of them, or 85 man-years would be 
carried forward into the next year. 

In other words, that additional cost of the same positions in both 
cases is involved in the figures we have been discussing. 

Mr. Gary. So that the request for 1952 will not permit any ad- 
ditional increase over those already authorized ? 

Mr. Zrent. Mr. Commissioner, if you want me to carry on on that, 
I will do so. 
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We have been discussing so far just the carry-forward. There is 
included in this estimate an additional 109 positions over and above 
that carry-over. This estimate does request 109 additional positions 
over those which have already been authorized and which are cur- 
rently being put on the rolls for next year. 

Mr. Gary. Can you furnish us with a statement showing the actual 
number of employees as of the end of each month during the fiscal 
year 1951? 

Mr. Dow. During 1951? 

Mr. Gary. Yes. 

Mr. Dow. At the end of each month? 

Mr. Gary. Yes. 

Mr. Zien. I do not have the complete figures with me, Mr. Chair- 
man. I have those as of June 30, 1950, and I have those as of Decem- 
ber 31, 1950, and those as of January 31, 1951. I do not have, but 
I can, of course, get for you the other 5 months’ figures. 

Mr. Gary. I would hike for you to furnish us a table showing that 
and then project it into 1952, showing what your actual personnel 
figure was for each month in fiscal 1951, and what you anticipate the 
personnel will be for each month in fiscal 1952. 

Mr. Zien. Yes, sir. 

Mr. Dow. Here is what happened, Mr. Chairman: You gave us a 
supplemental of $225,000 to cover a certain number of positions for 
about 4 months. That represented 207 jobs. In this estimate for the 
fiscal year 1952 we are carrying 207 jobs on an annual basis, and we 
are also asking for 109 more. 

Mr. Gary. That is what we want to get. We would like to have 
that shown in a table. 

Mr. Dow. Yes, sir. 

(The matter referred to is as follows) : 


Personal services, departmental and field, financed from salaries and erpenses, 
Bureau of Customs, 1951 

















| - : | Grand total 
| Full-time art-time | Total nonre-| Reimburs- | Telmburs- 
| Permanent ! was" A imbursable | able fe atm 
bursable 
ay | (2) (3) (4) | (5) 
Actual employment: $ | 
OSS ee | 7, 937 134 | 8, 073 | 209 8, 282 
) 3 eee 7, 4 152 | 8, O86 214 8. 200 
Ws Oh SEG Ss ace ecae coos 7, 922 152 8, 074 | 214 8, 288 
ictinom~ donedush 7, 896 141 | 8, 037 223 8, 260 
5 AP S| RR ai 7, 879 117 | 7, 996 | 222 8, 218 
TROY, OO) SUR bid as denn dns 7, 870 | 112 7, 982 | 222 8, 204 
i %% iigheen ata 7, 853 | 165 8, 018 223 8, 241 
Estimated employment: | 
June 30,1951 4 8,060 | 139 | 8, 199 | 230 8, 429 
LSE ae - aia Sige is 8, 169 | 169 8, 338 | 240 8, 578 
June 30, 1952 §_ .. 2.2.2... 8, 169 139 8, 308 | 245 8, 553 








! Excludes permanent full-time reimbursable positions, but includes permanent full-time positions for 
which partial reimbursement is received (estimated at 140 full-time average positions). 

? Excludes day labor. Fluctuation reflects Christmas help and summer seasonal employment. 

It was necessary to reduce full-time permanent employment, column 1, during the period July 1 to 
Dec. 31, 1950, to bring employment within funds then available. 

4 Employment will be increased during the period Jan. 1, 1951, to June 30, 1951, by 207 employees financed 
from the funds provided in Second Supplemental Appropriation Act. 1951. 

§ Employment will be increased by 109 full-time permanent employees in fiscal year 1952 from funds 
requested in the President’s budget. 
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Comparison of funds available with estimated net obligations for fiscal year 1951 
based on actual obligations incurred through Dec. 31, 1950, actual employment 
on Dec. 31, 1950, and recruitment underway made possible by supplemental 
funds (includes departmental and field service obligations) 


Actual net obligations July 1, 1950 through Dec. 31, 








1950 :? 
ERR aR ail SF aD ES a RRR ema ot Fe $17, 298, 104 
Contempt enpenees 2 2 eee 1, 034, 556 
———_———- $18, 382, 660 
Estimated net obligations Jan. 1, 1951 
through June 30, 1951: 
Personal services : 
7853 full-time permanent em- 
ployees on the roll Dec. 31, 
1950, at annual salaries of 
$33,095,625 for one-half year or 
kaneis aad sessed $16, 547, S800 
Less: estimated reimbursables__ —280, 500 
16, 267, 300 
Within-grade promotions______-_ 84, 000 
Trainee to journeyman promo- 
RR SY acme 8 OE TREE Oa 16, 500 
Longevity promotions__________- 6, 000 
Less: Estimated savings due to 
vita endeared easter ties —60, 900 
a 45, 600 
Excess of lump-sum payments over L. W. 
LES (Aad Ee ae eee ee Ye mee Se ODI re 48, 400 
Part-time and temporary employees (includes 
RES ea ee i a RN is < 167, 600 
Payment above basic rates*______-__________ 578, 240 
17, 107, 140 
Other objects (includes release on Dec. 4, 1950, by 
Bureau of Budget of $100,000 reserve established 
under sec. 1214 of 1951 Appropriation Act)_-_._. 1,116,350 
18, 223, 490 
Increased funds available for personal services Jan. 
1, 1951, through June 30, 1951: 
Salance of reserve released on Dec. 4, 1950, by Bu- 
reau of Budget *_____ ES Ee wee cele 50, 000 
Supplemental appropriation (second  supple- 
mental Appropriation Act 1951)*_______________ 225, 000 
275, 000 
Net estimated obligations for fiscal year 1951__.._.________________ 36, 831, 150 
EE ERIS Fa Se) Ee OE” Tee ee ER ee 36, 825, 000 
| EEA EOD se NESE None 


1 Obligations of $19,262,099 reported by Treasury Department on statement of obliga- 
tions and appropriations as of Dec. 31, 1950, included $930,249 of accounts receivable for 
reimbursable services rendered ($19,262,909 less $930,249 equals $18,332,660). 

2 Includes overtime, night differential, and living and quarters allowances. 

* These funds have been allotted to field offices; recruitment is under way. 

*Includes $36,450,000 original appropriation 1951; $150,000 reserve set up by Bureau 
of Budget under sec. 1214, which was released Dec. 4, 1950; and $225,000 supplemental 
appropriation granted by Second Supplemental Appropriation Act 1951. 

* Obligations will be curtailed to amount of funds available. 
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Mr. Gary. Now, at the same time will you give us a table showing 
your increased workload # 

Mr. Dow. Yes, sir. 

Mr. Srruprncer. We have such a table. That is, it covers 1947, 
1948, and 1949 and July to December 1950, and the first 6 months of 


1951 over the first 6 months of 1950. In other words, we have right 
now up to date the workload showing percentagewise the increase of 
the workload for the first 6 months of the fiscal year 1951 as compared 
with the first 6 months of the last fiscal year. The last column will 
show you the increase. 
Mr. Gary. Insert that table in the record at this point. 
(The matter referred to is as follows:) 
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Comparative Taste or Customs Recerets ror Fiscat Years 1947 
TurovucH 1951 


Mr. Srrusrncer. We have another table, Mr. Chairman, and if I 
may I would suggest that you also include that in the record. It rep- 
resents the collections by months for the first 6 months of the last 5 
years, and it is rather revealing in connection with the additional 
amount of duties being collected, and also the workload. 

Mr. Fernanvez. That is the kind of table I asked for last year. 

Mr. Srrusincer. Yes, sir; that is right. We now have that with us. 

Mr. Dow. Notice from the final column that at the rate we are 
going we will probably collect more revenue this year. 

Mr. Gary. Why are you using only 7 months on this? 

Mr. Dow. That is all we have so far, that is to the end of January, 
this fiscal year, January 1951. 

Mr. Srrusincer. From 1947 to 1950 we have the annual figures 
right underneath the monthly tabulation. 

Mr. Gary. Yes; I see. 

Mr. Dow. We will probably collect more money this year than in 
any year in the history of customs, and as you know the rates of duty 
are considerably lower than they were a few years ago which indi- 
cates that the volume has increased. 

Mr. Gary. We will insert this table in the record at this point. 

(The matter referred to is as follows :) 


Comparative table of customs receipts for the fiscal years 1947 through 1951 














m7 | ses] 99 1950 1951 

July _..| $44, 088, 596 $37, 250,247 | $30,546,771 | $24,751,568 | $39,008, 278 
ES os ene ae --| 39,995, 087 31, 092, 296 33, 571,201 | 31, 686, 832 | 52, 238, 491 
September 4 ; | 42,416, 947 34, 134,263 | 35,314,976 | 32, 694, 884 46, 887, 404 
October : ; 44, 984, 334 41,603,155 | 36,302,672 | 35, 272, 858 | 57, 283, 635 
November. __. ment 44, 746, 490 32, 262,793 | 32, 729, 851 36, 918, 224 | 54, 179, 553 
December. ......- ict aabaieans | 43,352,412 | 34,517,971 | 38, 072, 803 | 35,020, 508 | 53, 718, 306 
January......... eee | 46,992,868 | 37,497,981 | 30,219,144 36, 658,005 | 57, O41, 523 

Total 7 months P | 306,576,734 | 248,358,706 | 236,757,418 | 233,002,879 | 360, 357, 190 
Percent increase or decrease over | | | 


previous year : | 


; Re Sy ava ne | —19.0 | —4.7 | —1.6 +54.7 
I otal fiscal year ; | 494,078,260 | 421,723,028 | 384, 484, 796 ro A - ees a ae 
Percent increase or decrease over | | 
previous year._...__. be Milan sigcisiiecbanw ass | —14.6 —8.8 | +9.9 





Note.—The receipts in January are the highest of any January since 1925, and receipts in October are 
the highest of any month since October 1930. 


Mr. Fernanpez. You will not have $60,000,000 more for the first 
months of 1951 than you had for the first 7 months of 1947. 
Mr. Dow. $60,000,000 more? 


Mr. Frernanpez. Yes. 

Mr. Dow. That is right. 

Mr. Fernanvez. No; it is $54,000,000 plus. 

Mr. Srrupincer. The difference there, if I may say so, is the differ- 
ence in tariff rates. You see, the trade agreements have reduced the 
tariff rates as much as 50 percent and sometimes more. So, actually 
this $54,000,000 increase represents a lot more business than it did 
back in 1947. 

Mr. Frrnanpez. Yes; I think that is important. 
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LANGUAGE CHANGES 


Mr. Gary. You are requesting some language changes. Will you 
aa ay those ? 

Mr. Dow. There is one limitation of $12,000 for the maintenance 
and improvement of buildings and sites acquired under the act of 
June 26, 1930. These are small buildings on the Canadian and Mexi- 
can borders. I do not suppose we have over a dozen or 15 of them, 
and we have never spent over $10,000 a year on them, but it is one of 
those nuisance things that we have to keep a separate account for on 
our records, and all this does is eliminate one more account. We 
have no idea of spending any more money on the thing, but the purpose 
of it is to eliminate keeping a separate allotment account on our 
records. 

Mr. Gary. You are also deleting the words, “printing and binding.” 

Mr. Dow. Well, the need for printing and binding language was 
eliminated by Public Law 830, Eighty-first Congress, approved 
September 3, 1950, so the language is no longer necessary. 


LiwitraTION FOR Personau Services, EMPLOYEES IN THE District oF 
COLUMBIA 


Mr. Gary. You are raising the amount of limitation for personal 
services, employees in the District of Columbia, What is the reason 
for that? 

Mr. Dow. Well, part of it is for automatic promotions, and part of 
it is because of an extra day in the year. 

Mr. Fernanvez. $100,000 is an expensive day. 

Mr. Dow. That is an extra pay day. 

Mr. Frernanpez. That is an extra day at $100,000. 

Mr. Dow. Well, I think it is a little bit more than that, because 
our payroll runs a little better than that. 

Mr. FrernNanpez. $100,668. 

Mr. Dow. It is regular pay in excess of 52-week base, $4,100; net 
cost within-grade a a advancements, $12,925, and five additional 
positions, $24,475. That is on page 142 of the justifications. 

Mr. Gary. Can you let us have the obligations to date on that 
$1,070,000 item and also on the $36,600,000 item under salaries and 
expenses / 

Mr. Dow. Do you want us to put it in the record ? 

Mr. Gary. Yes, sir. 

Mr. Dow. I can tell you offhand that the obligations for the first 
6 months on the regular appropriation of $36,600,000 are running 
just about one-half, and on the Bureau limitation of $1,070,000 we are 
running just at about that rate. 


NUMBER OF EMPLOYEES IN THE DISTRICT OF COLUMBIA 


Mr. Gary. We would also like to have the number of employees in 
the District of Columbia. : 

Mr. Dow. As of what date, now ? 

Mr. Gary. Yes. 

Mr. Dow. I can give you that right away. 

Mr. Zien. I have an over-all obligation statement and a projection 
here for the entire appropriation. Would you rather have this now or 
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would you rather have the two separately, and have us submit that 
later on? Ido have one that is an obligation statement and a projec- 
tion of the total of the payroll through the end of the year with me. 

Mr. Gary. That will take care of one of the tables and then put in 
at the same time the information concerning the Washington em- 
ployees. 

Mr. Zrenu. The beg om mp employees ? 

Mr. Gary. Yes, the Washington employees. I would like to have 
that. 

(The matter referred to is as follows :) 


Personal services in the District of Columbia financed from salaries and expenses, 
Bureau of Customs, 1951 
Actual employment: 


pO Ry CER RS E ie SS I PE ENE RES Ee al 3 Ue ee Cee er, 222 
hese a a ea ae hi eo pe 223 
etn itensive pineeinenpensinpees 220 
ess amr eharpeienahigncpesieinincn=r 219 
SON Se AES SUL A cod oe SSDS RL Re pn a a 225 
a ee Sh ee ee eer 223 
EEE SS EES ER PAPAS OTe ORT On Oe Mee aE ea Say cS CRED ey Waren gn ea ee 221 
I a an ae hash eennlpnpeplactnveiipesa ed ghia 218 
Estimated employment: 
a EI SE SS i Se Sa al a 225 
eh 0 SORES ESE RERS Las SE Re EET pa aap anteeneea ke eye pees eee ae 230 
NS SSN SERRE PUES DED ie leet DUES LAME RCRD FLEES POE RE DRO Te a 230 


Actual and estimated obligations: 
Actual net obligations July 1, 1950, to Jan, 31, 1951_----__----_ $628, 730 
Estimated net obligations Feb. 1 to June 30, 1951: 
218 employees on roll Jan. 31, 1951: Annual 
salary, $1,041,648, for 107/260 year____------_- $428, 678 
Average of 7 replacement employees for period Feb. 
1 to June 30, 1951: Annual salary, $26,775, 


RO eee i ee 10, 892 
Within-grade promotions Feb. 1 to June 30, 1951_- 1, 700 

Total estimated obligations, Feb. 1 to June 30, 1951________ 441, 270 

Total estimated obligations, fiscal year 1951_-_____-__--_~- 1, 070, 000 


Mr. Dow. To answer your question, on January 31 we had 218 
people on the payroll here in the Bureau. 

On December 31 we had 221, but you see this fluctuates from month 
to month. We have resignations. Last month we lost four stenog- 
raphers who went out in a group to some other agency at a higher 
grade. Next month we might be able to hire them back again, so 
that fluctuates from week to week. On that particular day, January 
31, it was 218, but it may go back to 221 again. 

Mr. Srruprnerr. No; it is 217 today. We lost one this morning. 

Mr. Dow. You lost one this morning? 

Mr. Srrusincer. Yes. 


ADDITIONAL EMPLOYEES FOR WASHINGTON 


Mr. Gary. Now you are asking for five more people for Washing- 
ton, are you? 

Mr. Dow. That is correct. 

Mr. Gary. For what purpose? 
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Mr. Srrvusincer. Mr. Chairman, one of the complaints that we re- 
ceived in dealing with representatives of foreign trade groups who 
came to the United States from Belgium, Italy, Great Britain, and 
the Netherlands and other countries with whom we have had meeting= 
over a period of about 6 or 7 months, was when we boiled it down, 
and got away from the hidden tariffs, was that they could not receive 
a firm classification on merchandise, especially on a new importation. 

We have worked out a procedure now where if an importer brings 

in a sample importation and submits it to the Bureau we will fix a 
classification so that when that importation comes in he knows exactly 
what rate of duty he will have to pay on it. This was accomplished 
by Treasury Decision No. 52588. is a result of this new practice, up 
to February 8 of this year we have received 239 cases of this kind, and 
each one requires a tremendous amount of research and study to make 
a final decision. It is-for that purpose and primarily for that pur- 
ose alone that we need these new employees. It does speed up the 
izing of a classification, and it is certainly more satisfactory to the 
importer to know exactly what rate of duty he is going to pay rather 
than take the risk of importing and finding out the rate of duty after 
the merchandise reaches this country. 

Mr. Dow. Here is what could actually happen. Some importer in 
Detroit, for example, could import some merchandise, and he would 
go to the customs office and say, “What is the rate of duty on this?” 
‘Now, the clerk there might say 25 percent. Now, the importer relies 
on that and orders it abroad, and the merchandise might come into 
Boston, and the Boston collector’s office would say, “No; the rate of 
duty on this is 35 percent.” He would say, “No; the clerk at Detroit 
said it was 25 percent.” He says, “If I have to pay 35 percent duty 
I have lost all of my profit here.” Well, the collector at Boston would 
say, “I will send this down to Washington for a decision.” So, it 
would come down here, and we would sustain the collector at Boston, 
and say, “It is 35 percent.” Now, here is this fellow who has gone 
ahead and placed his orders when he believed he was going to pay 
a 25-percent duty and he had to pay, in fact, 35 percent. That is only 
10 percent, but sometimes it will run 25 or 35 percent additional. We 
want to eliminate that by giving them a firm rate right here in Wash- 
ington. 


Mr. Gary. And you are asking for five additional employees to 
handle that? 

Mr. Srrusincer. What we are asking for that particular work is 
two legal assistants and a clerk-stenographer. That is three out of 
the five, and we are asking for an additional legal assistant in the 
draw-back enforcement quota section and an additional legal assist- 
ant in the marine administration section, 


Un iquipatTep Enrries at Various Porrs 


Mr. Canrrevp. Mr. Commissioner, do you have some up-to-date 
figures on unliquidated entries through the various ports? 

Mr. Dow. I do not have them with me, but I have them down at 
the office. Here is the backlog on liquidations as of December 31. 
1950, 606,983. That is the only figure I have here, but I can say 
this, that the backlog has been steadily increasing. You see, the num- 
ber of entries has been increasing all the time, and we have not any 
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more liquidators, and the result is the backlog of liquidations is in- 
creasing all the time. 

Mr. Canrretp. What would you define as your biggest bottleneck, 
Mr. Commissioner ¢ 

Mr. Dow. Our biggest bottleneck ? 

Mr. Canrtetp. Yes. 

Mr. Dow. The reason we have that backlog on liquidations is be- 
‘ause we do not have enough liquidators. You see, we have to keep 
the merchandise moving as fast as we can. As a result they are con- 
centrating on keeping the merchanidse moving through the appraisers’ 
stores, and the paper work is let go to catch up when they can. 
There is a backlog in writing up invoices in appraisers stores, and 
there is a backlog in liquidation, and the biggest backlog, I would 
say, in getting merchandise through customs is probably in New York 
in the laboring force at the appraisers stores. We are having a little 
trouble in recruiting laborers up there. We can only pay them $1.08 
an hour. The Post Office Department pays their laborers $1.50 an 
hour, and stevedores get about $1.75 an hour, so we are having a little 
trouble recruiting laborers. That is a pretty tough job moving cases 
around the appraisers stores, so when they come in and find that they 
only get $1.08 an hour and they can get more pay somewhere else they 
do not stay there very long. So, I would say that our very immediate 
difficulty in trying to get merchandise through customs 1s that. 

Mr. Canrietp. Why are you limited to a $1.08 an hour rate? 

Mr. Dow. These abides are graded under the classification action 
of the civil service in grade CPC 3, and that grade 3 salary figures 
out at $1.08 an hour. We cannot seem to get the grade raised any. 


IMPORTATIONS FROM JAPAN 


Mr. Canrietp. Mr. Commissioner, do you have any recent reports 
from your collectors on the importation of merchandise from Japan, 
the extent of those imports? 

Mr. Dow. Well, I know from general information on the imports 
from Japan that they have increased steadily for the last year, but 
I do not think we have any figures on them. You see, the figures on 
imports are all kept by the Bureau of the Census in the Department 
of Commerce, and all of the import entries are sent to the Bureau of 
the Census and they compile all of the figures, but as I say I know 
the imports from Tones have been increasing for the last year just 
like the imports from Western Europe. 


ACTIVITY AT IDLEWILD AND LA GUARDIA FIELDS 


Mr. Canrtetp. What is the current picture at Idlewild at this time, 
insofar as Customs is concerned ¢ 

Mr. Dow. I think practically all of the overseas planes are now 
coming into Idlewild. Is that true, Mr. Strubinger ? 

Mr. Srruprncer. No, I believe Pan American is still coming into 
LaGuardia, but outside of that I am sure that the rest of the overseas 
flights are coming into Idlewild. Pan American had a long-term 
contract with the LaGuardia Airport, and I believe it expires some 
time this year, and then they will move to Idlewild. They had a 
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much more favorable rate at LaGuardia than they could get at Idle- 
wild, and for that reason they want their contract to run its term and 
then move to Idlewild. 

Mr. Dow. I do not think they are increasing the number of planes 
very fast at Idlewild, but the cargo importations are increasing all of 
the time, and we are collecting more money there each month. 


CUSTOMS AGENCY SERVICE 


Mr. Canrie.p. Will you tell us briefly about the Customs Agency 
Service and the problems that confront this service at this time? 

Mr. Srrupincer. The Customs Agency Service has been faced with 
a tremendous number of new problems, particularly those in connec- 
tion with the smuggling of diamonds inward and gold outward, and 
the newspapers, of course, have recounted some very large seizures 
that we just recently made in New York. 

We have made four seizures of diamonds within the last 6 months. 
The first one at New York amounted to $275,000 worth of diamonds, 
They were found in the heels of the shoes of a person by the name 
of Leiser Weitman. That occurred on January 21, 1951. 

The very next day, January 22, 1951, Etta Hoffman came into 
Idlewild, and she had diamonds concealed in her shoes that were 
appraised at $243,000, 

On January 23 we apprehended a man by the name of Lee Stern 
at the Miami Airport who was carrying $119,000 worth of diamonds. 
At Philadelphia. about 6 months ago, we apprehended a man by the 
name of Allen Licht, carrying $131,000 worth of diamonds. 

Mr. Canrievp. Mr. Strubinger, what happens to those diamonds? 

Mr. Srrusrncer. The diamonds are forfeited in a civil proceeding 
and turned over to the marshal for sale. 

Mr. Canrrevp. Industrial diamonds which are confiscated go to the 
stockpile, do they not ¢ 

Mr. Srrvpincer. I would imagine that they could be so secured. 
However, where there is a seizure of over $1,000 worth the law pro- 
vides that they be turned over to the marshal for sale. If the seizure 
is less than $1,000 worth the merchandise is usually forfeited to whom- 
ever the Government asks that it be forfeited to. It usually goes to 
the General Services Administration for use by the Government 
agencies if they can use it. Otherwise the diamonds are sold at public 
auction by Customs. 


INCREASE IN SMUGGLING 


Mr. Canrretp. We have been reading of some surprising activities 
in smuggling. Is it your contention that smuggling is definitely 
increasing to a large extent ? ° 

Mr. Srruptncer. Could I talk off the record a minute? 

Mr. Canrievp. Yes. 

_ Mr. Srrupincer. Yes; we have very definite information that there 
is a conspiracy by a gang or a number of gangs operating to smuggle 
gold out of the United States, and to bring diamonds in. 

Mr. Canrretp. Do you want to supplement that off the record? 

Mr. Srrusincer. Yes. 

(Discussion off the record.) 
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SMUGGLING OF HEROIN AND OTHER DRUGS 


Mr. Canrievp. Mr. Strubinger, how about the smuggling of heroin 
and other drugs ¢ 1 

Mr. Strusrncer. The smuggling of heroin, opium, morphine, and 
marihuana has increased, and the increase in that is apparent from 
the fact that we are making more seizures. The more we seize the 
more attempts we know are being made to smuggle them in. We 
are making seizures of marihuana, and instead of getting a few 
pounds as we did formerly, we are now getting 65, 75, and 100 pounds 
at one crack. We are doing as good a job as we can with the number 
of people we have. We think the method we are using now of pur- 
chasing information as the medium of tracking down smugglers is 
the best. 

Mr. Gary. How do they usually bring that in? 

Mr. Srruprnger. Marihuana / 

Mr. Gary. Yes. 

Mr. Srrvpincer. Either on their person or in an automobile. 
Usually in cases of a large amount they have it in an automobile. 

Mr. Dow. If I can talk off the record again about these diamonds 
I would like to. 

(Discussion off the record.) 


Port SECURITY 


Mr. Canrietp. Mr. Strubinger, what connection does Customs have 
with port security! In other words, what obligation do you have 
under port security laws that might have to do with our protection 
during these days ¢ 

Mr. Srrupincer. Under the recent arrangement which the Secre- 
tary of the Treasury has set up, Customs furnishes the personnel to 
search suspected vessels. 

(Discussion off the record.) 

Mr. CanrireLp. The Secretary told us this morning, Commissioner 
Dow, that 80 percent of the recommendations of the Customs man- 
agement improvement program as developed by the McKinsey Co. 
have been accepted, and that nearly half of these are now in effect. 

However, at the same time he emphasized that you were awaiting 
the passage of the customs simplification bill of 1950, which was 
submitted to Congress last May. I understand now the bill has been 
introduced in this Congress. 

Mr. Dow. Yes, sir, that is right. 

Mr. Canrietp. As I understand it you are hopeful for an early 
enactment of this legislation which will mean a Jot to you people in 
carrying out your program. 

Mr. Dow. Yes, we are hopeful. I understand that the bill has been 
reintroduced. We have not heard from the Ways and Means Com- 
mittee yet as to when they are going to hold hearings on it. 

Mr. Gary. What does the bill do? 

Mr. Dow. It is a long, complicated bill affecting a lot of the admin- 
istrative features of the tariff act. They call it customs sinplitica- 
tion bill. The idea is to simplify the customs laws and regulations, 
particularly the customs laws. There are a lot of things that we 
would like to do that we cannot do now because the statute is in the 
way. 
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Mr. Fernanpez. Such as what? 

Mr. Dow. Well, in the appraisement of merchandise the law 
requires taking the foreign value or the export value to the United 
States, whichever is higher. About the only way appraising officers 
can find out the foreign value is to have an investigation abroad. If 
we could take the export value to the United States, it would simplify 
the appraisement procedure considerably, and we would not have 
to have quite as many people abroad as we have now, although we 
still should have those European offices. I think those diamond seiz- 
ures show that we ought to have an office abroad. 

Mr. Gary. Would you gentlemen rather go ahead and conclude with 
Mr. Dow? If we can finish within the next 10 or 15 minutes, I think 
it would be well to finish up and not make Mr. Dow come back 
tomorrow. 

Mr. Fernanvez. How many additional men did Congress give you 
last. year? 

Mr. Dow. In the supplemental appropriation ? 

Mr. Fernanvez. In all, both in the supplemental and the main 
appropriation ? 

Mr. Dow. Well, in the supplemental appropriation you gave us 
$225.000 for a period of something like 3 or 4 months, and it resulted 
in 207 additional employees. Now, this is the 8th day of Febru- 
ary and those people have not been put on duty yet. 


Dirricutty tn Recrurrinag EMPLOYEES 


Mr. Gary. Are you having any trouble recruiting those people? 

Mr. Dow. The only trouble we have is with some of the laborers 
in New York. 

Mr. FerNanvez. That is the reason for my question. 

Mr. Gary. Excuse me, Mr. Fernandez. I did not want to stop you, 
but I wanted to get that information. 

Mr. Fernanpez. And you were given approximately 207 additional 
employees by the supplemental ? 

Mr. Dow. Yes, sir, that is right. 

Mr. Fernanpez. And how many in the regular bill ? 

Mr. Dow. That is what I do not remember right offhand. 

Mr. Zrent.. There were none. As a matter of fact, we have had to 
reduce employment by roughly 100. 

Mr. Fernanpvez. By roughly 100? 

Mr. Zrent. I do not remember the exact figure. 

Mr. Fernanvez. You show here, as I understand this table on page 
11, that you have 6,074.3 for assessment and collection of duties, taxes, 
and fees. That, then, does not include but a very small number of 
the 207? 

Mr. Zrent. It includes 135 in activity No. 1. 

a That makes a total of 207. Those are the new positions, 
the 109. 

Mr. Fernanvez. I am trying to understand this table. On page 11 
you show for assessment and collection of duties, taxes, and fees that 
you have 6,074.3. 

Mr. Strusrncer. That is the appropriation for 1951. 
Mr. Fernanpez. Does that figure mean employees? 
Mr. Srrustncer. Yes, sir. 
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Mr. Frernanvez. For 1951? 

Mr. Srrusincer. Yes, sir. 

Mr. Fernanpez. And would include a proportionate number of 
the men in the 200 and how many allowed by the supplemental ? 

Mr. Dow. Two hundred and seven. 

Mr. Fernanvez. Were 207 allowed by the supplemental ? 

Mr. Srrupincer. No; I do not think that does include the supple- 
mental. 

Mr. Fernanpez. It does not? 

Mr. Srrusrneer. I think the figure which includes the supplemental 
is under the appropriation base for 1952, or 6,192.2. 

Mr. Fernanpez. That does include the item of 8,175 shown as 
average positions under appropriation base for 1952? That does show 
the ee of employees that you have or will have for 1951, including 
the 207 allowed you by the supplemental bill; is that correct ? 

Mr. Srrusrneer. That is correct. 

Mr. Fernanprz. So then as I understand this, in addition to that 
you are asking for 109 additional employees? 

Mr. Dow. That is correct. 

Mr. Zienu. Yes; that is correct. 

Mr. Fernanpez. Then that means that in addition to the 109 that 
you would put on the rolls in 1952, you will also put on the rolls more 
than half of the 207 allowed you for last year, who are not on the 
rolls yet ? 

Mr. Zrenv. In the supplemental which passed Congress in January 
you gave us 207 additional positions. 

Mr. Frernanpez. Of which you have only filled how many? 

Mr. Ziexwu. Not any. 

Mr. Fernanpez. Not any ? 

Mr. Zrenv. That is right. 

Mr. FerNanpez. Then the 109 that would be put on for this year 
plus the 207 will make 316? 

Mr. Zrenu. That is right. 

Mr. Fernanvez. All told that you expect to put in in 1952? 

Mr. Dow. That is what we are asking for. 

Mr. Frernanpvez. In the balance of this year and 1952? 

Mr. Dow. Yes. You gave us $225,000, which helped a lot but, in our 
judgment, it is not enough. 

Mr. Fernanpez. I thought you said we gave you 207. 

Mr. Dow. You did. I was talking of the $225,000. You did give us 
207. That was $225,000. The budget gave us $350,000 and you gave 
us $225,000. ; 

Mr. Fernanpez. So that the amounts collected and the business 
done, as reflected by this report—that was accomplished by the num- 
ber of employees you had before we gave you the 207? That is to 
say, you did not use the 207 to collect, and to do the work reflected 
by this report ? 

Mr. Dow. We did not use the 207 to perform the duties during the 
last year since the increase went into effect; that is correct. But we 
have not been performing the duties as we should. That is the point. 
_ Mr. Fernanvez. So that the 109 plus the 207 is to take care of the 
increase which you have shown ? 

Mr. Dow. That is correct. 
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Mr. Fernanpez. In other words, the increase that you have shown 
here and that you estimate for the year 1952 will not be taken care of 
by the 109 but by the 316? 

Mr. Dow, That is right. 

Mr. Fernanvez. Then along the same lines, we should add to the 

$981,160 that you ask for now, “the $225,000 which we allowed you last 
year to take care of this increase? I assume that follows? 

Mr. Dow. No; you gave us $225,000. 

Mr. Fernanpez. Which represented 207 employees. 

Mr. Dow. Two hundred and 7 positions for a period of about 3 or 4 
months. In the next fiscal year we will have to have three or four 
times the $225,000 to pay the 207 during the entire fiscal year. 

Mr. Fernanpez. Then, in arene to the $225,000 you are going to 
need some more for this year. Have you already got that ? 

Mr. Dow. We have alres <n got the $ $225,000; yes. You gave us that. 

Mr. Fernanpez. That is all. 


TraFFic at HonoLUuLU 


Mr. SteminskI. Do you have much traffic coming into Honolulu 
from Australia, Africa, and the Far East, espec ially in pearls from 
Japan, now? 

Mr. Dow. Yes. The traffic at Honolulu has been increasing steadily 
right along. 

"There is an enormous increase in the number of planes coming in; 
Army and Navy planes coming in, bringing civilian employees. 

Mr. SteMinskI. And British planes coming in, particularly from 
Australia via stops in the Pacific. You are checking that ? 

Mr. Dow. Yes. 


Tue 40-Hour WrEEK 


Mr. Fernanpvez. I should like to ask this one further question. 
Why can we not ask them to work 48 hours a week instead of 40 hours 
a week ? 

Mr. Gary. Certainly 44 hours a week. 

Mr. Dow. There is no doubt that in the customs service, if we went 
on a 44-hour week, we would save some manpower. But the question 
of cost comes in there. It all depends on the kind of a law that the 
Congress passes, whether they give them overtime, and whether it is 
time and a half or regular time. 

Mr. Fernanvez. If they were paid time and a half, it would cost 
you more, is that correct? 

Mr. Dow. Yes. 

Mr. Gary. But we should put them on a 44-hour week at straight 
time. 

Mr. Fernanpvez. I think it ought to be done. 

Mr. Gary. This country was not built on a 40-hour week and I am 
beginning to have serious doubts as to whether we can defend it on 
a 40-hour week. 
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Report or House Civit Service SUBCOMMITTEE ON OVERSTAFFING 


(Excerpt from the letter of Secretary Snyder, dated December 11, 
1950, commenting on the report of the Committee on Post Office and 
Civil Service :) 

Bureau oF CUSTOMS 


Management improvement program (references on pp. 61, 62, 72, 74, and 93) 


The principal thread and theme of management improvement espoused by the 
committee report is that the approach should be of the “management expert” 
type, in the Secretary’s office, rather than by supplying of leadership and incen- 
tive from the Secretary’s office to intermediate and “grass roots” administrative 
personnel who have been permeated with the desire to improve management. 

The committee’s philosophy is contrary to that contained in title X, Public 
Law 429, Highty-first Congress, October 28, 1949, concerning “Management 
Improvement Plan and Awards.’ It also is significantly different from the 
techniques used in making, evaluating, and implementing the Hoover Com- 
mission studies. The committee’s report admits the management expert ap- 
proach would require a full-time facility. One of the principal advantages of 
the Treasury Department’s approach to management is that, without a direct 
outlay for salaries, a larger number of employees who are detailedly familiar 
with the technical aspects of problems confronting them, and therefore in an 
excellent position to suggest remedies, can be used on a part-time basis. 

Under the Treasury system, the number of minds that can be brought to bear 
on a problem, the soundness of results, and, through the committee system, the 
sounding-board approach to screennig results, have infinite advantages over the 
efliciency-expert system of management. Regardless of the caliber and the 
diversity of knowledge of an expert type staff, they are never able to spread 
themselves thin enough, nor to understand well enough the requirements of 
highly technical laws, regulations, and procedures dealing with a great com- 
plexity of adminstrative problems to develop panaceas. For example, in the 
Customs field, the visiting management expert, in order to make a sound recom- 
mendation for improving laws, regulations, or procedures concerning counter- 
vailing duties, would have to himself become detailedly familiar with the laws, 
regulations, histories of the laws and regulations, practical problems of operating 
under these laws and regulations, and many other matters which would require 
intensive study, training, and deliberation. He would have to jump from this 
specialized field into the many procedures dealing with dumping duties, entry 
of merchandise, classification of merchandise, valuation of merchandise, ete. In 
order to make constructive recommendations concerning each of these fields, he 
would have to become expert in each field. Short of this, he would have to rely 
on his judgment of the intelligence, integrity, ambition, and thoroughness of 
study made of these matters by experts in the field. This is precisely what is 
done through the task force and steering committee procedure followed in the 
Treasury Department. 

On page 74 of the committee’s report, the following paragraph appears: 

“If for example, a management study is made of some phase of the work in the 
Customs Bureau, that agency will be obligated to appoint committees to consider 
the merit of the management report. Each committee will include a major 
proportion of Customs personnel and they may accept, reject, modify, or make 
new recommendations at will. This second set of recommendations will be re- 
ported to the Commissioner of Customs and to the Secretary of the Treasury 
usually through the departmental management committee who also has the 
general privilege of a third acceptance, rejection or modification. From this 
point, the subsequent action is entirely voluntary, and in many cases no decisive 
action is taken. In this system, in the example cited, the Customs Bureau is 
both the accused and the jury. The prosecution, if any, is not very effective.” 
The results achieved by this committee system will be discussed later. It suffices 
to say that results achieved were not delved into by the staff of the overstaffing 
committee and therefore the effectiveness should not have been commented upon. 

The system used in evaluating the McKinsey & Co. management survey of 
the Bureau of Customs admittedly was a committee system. It utilized the same 
techniques which were followed by the Hoover Commission in its study and analy- 
sis of the Federal Government. The report rendered by McKinsey & Co., 
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which consisted of nine chapters contained in eight volumes, was systematically 
divided into related functional subject matter areas. These functional areas 
were as follows: 


. Entry of Merchandise. 

Inspection and Merchandise. 

. Liquidation Activities. 

Drawback Activities. 

Marine Activities. 

. Customs-Immigration Activities. 
Classification-Appraisement of Merchandise. 
. Statistical Controls and Material Handling. 
. Auditing and Accounting. 

10. Investigation and Enforcement. 

11. Port Patrol and Searching. 

12. Air Activities. 

13. Public Educational Material. 

14. Reimbursable Services. 

15. Organization of the Bureau of Customs. 


AIS OV CoN 


The Secretary’s office in all cases supplied the leadership for the securing of 
congressional authorization to make this study, for the selection of the manage- 
ment firm making the study, for the determination of the functional areas into 
which the study should be channeled, and in the selection of task force and steer- 
ing committee personnel to evaluate the study. The task-force members. 
admittedly secured largely from staff in the Bureau of Customs, were hand- 
picked because of their known qualities of familiarity with the specific subject 
to be studied, broad vision, initiative, and desire to improve the administration 
of the Customs Service. 

The committee criticizes the necessity for making further studies and evalua- 
tion of the recommendations of, for example, the McKinsey & Co. management 
firm. McKinsey & Co. itself recognized the need for checking their recommenda- 
tions in this highly technical and specialized field against field operating con- 
ditions and pointed this out in their report. Further, many of the most signifi- 
cant results achieved to date have been due to alternative plans and suggestions 
developed during these studies or during pilot installations set up to test the 
soundness of the recommendations. These matters could not be masterminded 
from Washington, nor were sufficient numbers of independent personnel avail- 
able, nor are they now or will they in the future be available, to study the details 
of these diverse recommendations. Further, many of the matters resulted in 
legislative recommendations and it was determined to be necessary to thoroughly 
and carefully screen such recommendations before submitting them to the Con- 
gress so that this Department can assure the Congress of their soundness. 

The task forces made their reports on the definite recommendations assigned 
to them. These reports, available in writing to the steering committee, were 
further presented orally to that-committee. The committee was composed of 
top staff of he Treasury Department; it variously included the Assistant Secre- 
tary, the Administrative Assistant Secretary, the Treasury Budget Officer, Assist- 
ant General Counsel, and the Commissioner of Customs. An opportunity was 
afforded this steering committee to ask questions concerning the procedure, the 
results which would be accomplished, the soundness of the recommendation, and 
possible alternatives which occurred to these experts. In many cases, the recom- 
mendations were returned to the task forces for further study and in an attempt 
to develop a better way to solve the problem. 

After the steering committee had determined on a course of action, its recom- 
mendations were sent to the Secretary’s office for approval. If approved by that 
office, they were sent to the Bureau of Customs for implementation. 

The overstaffing committee’s report indicates in this system the Customs 
Bureau was both the accused and the jury. It is further alleged that the 
“prosecution, if any, is not very effective.” It will be seen from the above that 
the Bureau of Customs, which had employees familiar with the subject matter 
of each recommendation, was given an opportunity to recommend definitively 
suggestions to solve the problems. If the solutions suggested by its task forces, 
the members of which had been appointed at the request of the Secretary, were 
not an effective answer to the problem, the Secretary’s office had, and exercised, 
the opportunity to detect and control the situation. 
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ly As a matter of fact, however, this system had been exceptionally effective. 
as The results achieved by the Customs management improvement program can be 
shown two ways: 
(1) From 1947 to July 1, 1950, Customs workload had increased more than 
a 45 percent. During the same period the number of Customs employees had been 
Z decreased by 5 percent. 
By (2) The following table gives in statistical form the over-all results achieved 
Ss under this constructive approach to the evaluation of the McKinsey & Co. report. 
s Summary status of recommendations through Dec. 1, 1950—-Management 
& improvement program, Bureau of Customs 
3 EVALUATION OF McKINSEY & CO. REPORT 
s Legislative yo Total | Percentage 
j Total vonommpmatines. « o. so5o5 seks ce nck dawns set eauss 36 141 177 100.0 
Re Evaluated: 
of 3 1. Evaluated as acceptances_.............-.-------- 33 119 152 85.9 
e- 8 DT Oe BI 6 cv crcdicccscseccccncaces 3 22 25 14.1 
Lo BY Total evaluated recommendations. _.........-- 36 141 177 100.0 
r- 4 Te cet cine a ws oanwghhenwsginaen 0 0 0 0 
S. 3 
1- q 
: : McKinsey & Co. realized that their recommendations would not prove to be 
3 100 percent sound. Further, they estimated that the job of implementing their 
.- 4 report would require a 5-year period. We are ahead of this schedule in the 


t 4 Bureau of Customs. 
E In summary, the Treasury Department uses the technique of expert leader- 
4 ship from the Secretary’s office and provides for effective review and control of 
- 4 the management-improvement program from that level. The system realizes 
a the futility, however, of believing that constructive ideas and maximum effec- 





‘ tiveness can be achieved solely by the employment of a staff of experts in Wash- 

d s ington. Bnlisting the assistance and cooperation of Bureau employees is the 

. 2 only effective means of harnessing sufficient manpower with knowledge of the 

4 4 problems to accomplish the maximum management problem identification and 

“ a improvement. 

y a Nomenclature (reference on p. 68 (2)) 

\- . Several comments are made in the overstaffing report concerning ambiguous 
x nomenclature; and, in fact, an intent to be evasive and obscure is alleged. As 

1 4 far as Customs is concerned, we do conform reasonably to the nomenclature 

e ¥ system proposed by the Senate Expenditures Committee. To the extent that 

f 3 we do not conform—names, titles, and organizational identification either have 

- 4 a long traditional history recognized by the public or otherwise find their genesis 

: ‘ in something other than an attempt to be ambiguous and to obscure. 

; ’ Personnel management (reference on p. 64) 

i F With respect to the criticism of personnel management in the Treasury De- 

‘ partment, Customs simply wishes to say that the quality, timeliness, and assist- 

t 3 ance given by the Department would seem to leave little room for improvement. 
F Under the leadership of the Treasury Department, personnel operations have 

4 % been decentralized and much “paper shuffling” has been eliminated. The policy- 

’ ; planning assistance rendered by the departmental staff from day to day is be- 
: lieved to be a sound approach to personnel management. 

3 : Fiscal management (reference on p. 70) 

> n" : . 

‘ , The statement is made that “the only limitation exercised over service func- 

4 4 tions and program operations takes the form of the question, ‘Do we have the 

money? If so, the expenditure proceeds.” 


Customs wishes to point out that requests for personal services or for other 
objects of expenditure are carefully screened. It has, of course, been generally 
3 true in recent years that many needs considered to be essential could not be 
a financed from the funds available ; and, therefore, the fund aspect was controlling. 

s However, the other test, “Is the proposed expenditure essential?” is always 
applied by Customs. 


72 


General services (reference on p. 70) 

In an organization which is as large as Customs and which has as many field 
offices as Customs, it is believed to be more economical and more efficient for not 
only the Bureau to procure its own services but, as a matter of faet, for the field to 
procure most of their own services. The point of supply, the time element, the 
nature of the services contracted for by Customs, and the general spreading of the 
workload iridicate that the present system, with some modifications which are 
currently being made, is the best answer to the services problem. 

The implication behind the Overstaffing Committee’s report is that centralized 
necessarily means more efficient and less costly operations. Particularly in the 
services fie!d this is not always true. For example, on a purchase order, the time 
involved to complete the order for a local purchase of supplies, which are not 
available from the General Services Administration supply centers, would not be 
much greater than to prepare a requisition for forwarding to a central supply 
service. 

In addition, the central office would then have to make out the purchase order 
and, in many Cases, procure the item from a local source of supply at the field- 
office location. On the other hand, items which can best be supplied by a central 
service are handled that way by Customs. 

Field service 

On pages 76 and 77 of the Overstaffing Committee’s report, Treasury is criti- 
cized in general terms apparently for the number of field offices it has and for the 
lack of control exercised in the central office over the number or location of these 
offices. 

Customs field offices have been and are established for one purpose: to serve 
the needs of importing and traveling public. If business-volume is not sufficiently 
great to justify the retentjon of an existing field office, this Bureau recommends 
abolition of the office. Very often there is a difference of opinion on this matter. 
Political and civic interests often believe that a field office must be retained even 
when Customs, from an administrative point of view, believes otherwise. The 
necessity for permitting the importing and traveling public to conduct their 
business with Customs at a point along the border, and in some cases in the 
interior, where other requirements of shipping and commerce are met, has rarely 
been questioned. 

As to the control exercised centrally over the number and location of these 
offices, the amount of service, the amount of revenue, the volume of transactions, 
enforcement needs, and other matters are carefully considered in establishing or 
abolishing any Customs field offices. Each port of entry is approved by the 
Commissioner of Customs and Secretary of the Treasury before it is established. 
Even the establishment of a customs station is approved by the Commissioner of 
Customs. 

Within the past 2 years we have, moreover, consolidated administrative service 
functions where more than one branch of the Customs Service is located in the 
same city. This program is continuing and it is expected to be completed by 
June 30, 1951. Customs has further consolidated its mail divisions under the 
jurisdiction of collectors of customs in 10 major customs ports, and this program 
is also continuing. 
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to 3 BUREAU OF ACCOUNTS 
he 
che a WITNESSES 
ire : 
R. W. MAXWELL, COMMISSIONER OF ACCOUNTS 
ed ie G. L. CAKE, ASSOCIATE COMMISSIONER 
os _ wz. £. BARKER, JR., ADMINISTRATIVE ASSISTANT 
Lot os R. E. SMITH, BUDGET OFFICER 
be WILLARD L. JOHNSON, DEPARTMENTAL BUDGET OFFICER 
aly 
Funds available for obligation 
jer 2 ——-- ——— - —— 
id- | 1950 actual 1951 estimate | 1952 estimate 
‘al Be DPA IT sR SE BEE Se Se OA ee RAE op OS Tae aI), 5 MEE: [ie 5S 
ADPTODTIStION OF GURIIIREE . «5 < «2:5 see'en ns bm aewene recedes $1, 775, 000 0 | $2, 100, 000 $2, 095, 000 
Transferred from— | | 
% “Salaries and expenses, Division of Disbursement,’’ pur- | | 
ti- 3 suant to Public Law 583 -- 100, 000 }..........--- DS casa sh tote 
he Bi, “Salaries and expenses, Office of the “Treasurer, ” pursuant | | | 
eS to Public Law 583 heh aopedan cin achtosahs Sits mer udiieta ete. wal 23, 000 | 
se TSS RS Wy Scanciip celibate 
= Adjusted appropriation or estimate. -...............- | 1, 898, 000 | 2, 100, 000 | | 2, 095, 000 
ve ‘ye Unobligated balance, estimated savings. ss AB) —14, 622 we dA Feo 2AM 
ly 2 Savings under sec. 1214-_...........-...-- oe Ree eee Rare —10, 000 R nee 
ds 3 Obligations incurred____........-...-.- 1, 883, 378 | 2, 090, 000 } 2, 095, 000 
Yr os Comparative transfer from ‘‘Miscellaneous expenses, Tre asury | } | 
_* ; Department” OEE RE REESE 5 NS EEL RD | 5, 000 |_. B | 
en a SRE TE eRe AROVZ OTTER = DEE, Saks a 
he i: Total obligations_................ ARE. Vee a 1, 888, 378 | 2, 090, 000 2, 095, 000 
‘ir * 0) > - a pa OA Fis LMI SES Ges Bly Oe Spare Peay Y Cet a eee Le tir, eee 
: Obligations by activities 
se Description | 1950 actual] | 1951 estimate | 1952 estimate 
, Se ae i Sas TEES ig 
or : 1. Supervision of withheld taxes depositary system. ._._____-- $751, 282 | $961, 369 | $936, 502 
. 2. Maintenance of the Government’s central] accounts.__._____| 339, 188 | 355, 808 350, 034 
1€ : 3. Preparation of financial statements of the Government_____| 269, 802 231, 827 248, 284 
d. a 4. Administration of re porting and accounting - 176, 678 | 184, 728 187, 564 
of 3 5. Processing investments, loans, claims, and collections. ____ | 100, 328 97, 088 99, 113 
s 6. Supervision of the Federal depesitary system__..._______- | 80, 110 | 80, 710 | 92, 076 
& 7. Supervision and control of surety bonding ; IAS SA > 42, 303 48,355 | 49, 298 
ne er EOS Sere EE Ee eae | 128, 687 130, 117 132, 129 
> = pe ROE PAE STC SET aay 1,888,378 | 2,090,000; 2, 095, 000 
1 4 Ni aumine acaa ¢: eae a ee ee WRAP ite - oe snsidehicnchbel EE 
m * peers oy Bice ts 
: SE EE SA I RL Ss Me Re Se: ie ae ae es aac ane cigars 
e 4 Object classification | 1950 actual | 1951 estimate | 1952 estimate 

















z Total number of permanent positions._._..._..___. : a 243 237 | 237 
; Average number of all employees__._.___._.___- be ees | 236 231 | 21 
01 Personal services: | } } 
Petasenent nosttionee. oo. 6. iss ek son. 2. ee $997,157 | $1,004, 950 | $1, 016, 950 
¥ Regular pay in excess of 52-week base_._.__....._._.__| 6,008 |. cians 4, 000 
a3 Payment above basic rates........................-.-- j 1, 197 | 800 | 800 
5 bladed vo Eee tite as fase 
i ‘Total personal services... 2. 4... 22k csc-2.-.-...- toe * 002, a7 9 ar 008, 750 | 1, 021, 750 
r ee ES Sas ESR. Pe Cae eS 2, 2, 750 2, 750 
oa 03 Transportation of things 7 ‘ “s ; | = 19 | 2, 125 | 2, 125 
i] 04 Communication services —peseecuke EISEN PRS: Fay 5,470 | 5, 500 | 5, 500 
a 05 Rents and utility services_.._.._..__. PPT Cee nee 24, 618 24, 948 | 24, 948 
| 06 Printing and reproduction. __- re te aE fat 5. Fiabe | 153, 053 | 145, 500 | 159, 500 
2 07 Other contractual services ids 2% 3, 003 | 3. 000 | 3, 000 
3 _ Reimbursements to Federal Reserve banks..._..._____| 676, 589 | 888, 000 | 863, 000 
FE] 08 Supplies and materials_______.__._.- bicshenSod. Jotea ce es 7, 658 | 7. 000 | 7, 000 
3 09 Equipment _- tS, FOE es OL 2d | 10, 077 5, 427 | 5, 427 
a 13 Refunds, awards, and indemnities: | 
2 Cash awards to employees making suggestions_______- | Ce ae ere DRE sree 


RS cc ohio es ee el eae | 1, 888, 378 2 090, 000 | 2, 095, 000 
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Mr. Gary. The committee will come to order. We will take up today 
the budget estimates for the Office of the Commissioner of Accounts. 
In this connection we will insert in the record at this point page 19 
of the justifications from which it appears that you are requesting an 
increase of $5,000 for this year. 

(The matter referred to is as follows :) 





SALARIES AND EXPENSES, BUREAU OF ACCOUNTS 
Analysis of appropriation base for fiscal year 1952 


Regular appropriation, 1951 act (less sec. 1214 reduction $10,000) __ $2, 090, 000 
Supplemental appropriation for 1951___._-------------------------- 0 


Total snoranrintion, 390) — 1... een nne 2, 090, 000 
Reductions: 

Supervision of withheld taxes depositary system___---- $25, 000 

Maintenance of the Government's central accounts___-__- 10, 000 

35, 100 

Additions: Supervision of Federal depositary system_--_-~- 9, 925 
Adsetesent in bese fet) ......-....... se ee 25, 175 
Aepnoerintion bese.for 1002... sc ennai 2, 064, 825 
Appropriation estimate for 1952_...._._---__-----__--..-..-...--. 2, 095, 000 
Increase over appropriation base for 1952_-_-.---__--______ 30, 175 
Increase or decrease from total appropriation, 1951_._________ 5, 000 


Comparison of appropriation base with appropriation estimate for 1952 
































Appropriation base Appropriation 
for 1952 estimate for 1952 | Increase or decrease 
Activity 
Average Average Average 
positions); 4™°UNt | nositions|; AMOuNt | positions} Amount 
| ——| 
Supervision of withheld taxes deposi- 
tary system.._........... ES 3.0 $936, 369 3.0 $936, 502 |_........ +$133 
Maintenance of the Government's 
SEPT ITN Tea 83.0 345, 708 83.0 350, 034 |_.......- +-4, 326 
Preparation of financial statements of 
Lo ., eee 36.0 231, 827 36.0 wees 1.2... 2... +16, 457 
Administration of reporting and ac- 
AEE Sa eae ener | 28.2 184, 728 28. 2 367,506 4 .....t~.. +2, 836 
Processing investments, loans, claims, | 
‘and collections... | 8 97,086 | 26.1 -es4......... +2, 027 
Supervision of the Federal depositary 
Sa tS NE 20. 4 90, 635 20.4 SR. Gee {.......--- +1, 441 
Supervision and control of surety | 
ES ER Se aE 12.2 48, 355 12.2 49,298 |_....___- +943 
Executive direction. _.................- | 22.1 | 130, 117 22.1 Sy Sa +2, 012 
Increase over appropriation base.| 231.0 | 2,064,825 231.0 | 2,095,000 |_......- +30, 175 
"ee ae eee ee ees SS Oe Eee —25,175 
Total, appropriation 1951 and | 
appropriation estimate 1952.___)_..______ | 2, 090, 000 231.0 | 2,095,000 |_..._.._- +5, 000 











Mr. Gary. Mr. Maxwell, do you have a general statement ? 
Mr. Maxwe tu. Yes, sir. 


Mr. Gary. We shall be very glad to hear from you at this time. 
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GENERAL STATEMENT 


Mr. Maxwe.u. Thank you. 


ACTIVITIES AND FUNCTIONS 


The Bureau of Accounts is one of the three Bureaus in the Fiscal 
Service under the direction of the Fiscal Assistant Secretary. The 
functions and activities of the Bureau of Accounts are the same as 
in prior years. It is anticipated that for some of its activities there 
will be an increase in work during the fiscal year 1952, notably in 
the Division of Disbursement and the Division of Deposits, which 
supervises the Federal depositary system. 

The Bureau’s activities consist of (1) supervision of withheld taxes 
depositary system; (2) maintenance of the Government’s central ac- 
counts; (3) preparation of the financial statements of the Govern- 
ment; (4) administration of reporting and accounting; (5) processing 
investments, loans, claims and collections; (6) supervision of the 
Federal depositary system; (7) supervision and control of surety 
bonding; (8) making payments and depositing collections for civilian 
departments in the executive branch of the Government, except the 
Post. Office, United States marshals and certain governmental corpo- 
rations; and (9) issuing United States savings bonds for Federal 
employees under the payroll savings plan. 

The Bureau of Accounts also handles the administrative account- 
ing and related detail work for many miscellaneous Treasury appro- 
priations. Included are several indefinite appropriations and funds 
such as “Refund of moneys erroneously received and covered,” “Cer- 
tified claims,” “Claims, judgments, and private relief acts,” and “Pay- 
ment of unclaimed moneys.” These claims are based upon settlements 
made by the General Accounting Office. 


LOSSES IN SHIPMENT ACT 


The Bureau also administers the Government Losses in Shipment 
Act. No appropriation is requested for the fiscal year 1952 under 
this act, since it is believed that recoveries will be sufficient to cover 
losses during the next fiscal year. 

The appropriation to the Bureau of Accounts for “Salaries and ex- 
penses” is to provide for administering the activities I have just 
enumerated, except for the Division of Disbursement, for which a 
separate statement will be presented by the Chief Disbursing Officer, 
Mr. Paul D. Banning. 


APPROPRIATION SALARIES AND EXPENSES, BUREAU OF ACCOUNTS 


We are requesting $2,095,000 for the fiscal year 1952 to cover salaries 
and other expenses of the Bureau in carrying out its functions pay- 
able from this appropriation. Funds appropriated by the Congress for 
the same purpose during the fiscal year 1951 amounted to $2,100,000. 

The net reduction of $5,000 in the 1952 appropriation request is 
the result of several increases and decreases within the activity frame- 
work of the Bureau. Decreases amounting to $35,100 resulted from 
procedural changes for handling depositary receipts in Federal Re- 
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serve banks, which reduced reimbursements to the banks $25,000; and 
by mechanizing certain operations in connection with the Govern- 
ment’s central accounts we will be able to save $10,100. In addition 
to these reductions, a further curtailment was made in the appropria- 
tion base of $10,000 as a result of section 1214 of Public Law 759, 
Eighty-first Congress, which reduction was applied to the activity for 
withheld taxes. 








OFFSETTING INCREASES 





These reductions are partially offset by an increase of $9,925 in the 2 
activity “Supervision of the Federal depositary system,” which, due = 
to the expanded military effort, requires the establishment of nu- 
merous depositary facilities at reactivated military posts and bases; 


increased printing costs amounting to $14,000; automatic within- 3 
grade promotions totaling $12,175; and 1 day’s pay in excess of 52 ; 
weeks, amounting to $4,000, s 


ACCOUNTING IMPROVEMENTS IN THE TREASURY DEPARTMENT 


During the past year a great deal of progress has been made in 4 
procedures for improved accounting within the Treasury Department. s 
Surveys and development work in connection with accounting, bud- 
get and audit procedures, as they relate to the operation of the 
various bureaus, are in process or completed for the Bureau of Cus- 
toms, the Coast Guard, the Bureau of Engraving and Printing, and 
the Bureau of Internal Revenue. In this connection, many of the pro- 
cedures are in various stages of development, and there yet remains 
the final installation of the revised systems. We have also made sev- 2 
eral trial installations based on new procedure for the improvement 
of voucher examination, payment, and audit; the recording of mili- 
tary receipts and expenditures on a current basis. 

I might add, Mr. Chairman, that the Budget and Accounting Pro- 
cedures Act of 1951, enacted by the last session of Congress, has given 
the Secretary of the Treasury and the Comptroller General consid- 
erable latitude which was not previously available in connection with 
this accounting program, and that it will permit improvements which 
could not heretofore be made under the previously existing law. For 
example, section 115 provides that, in the interest of simplification, 
improvement, or economy, the Secretary of the Treasury and the 
Comptroller General may issue joint regulations providing for the 
waiving, in whole or in part, of the requirements of existing law re- 
lating to the warrant procedure. 

Also, section 119 authorizes the head of each executive agency to 
designate places other than the seat of government at which to make 
its administrative examination of fiscal officers’ accounts and with 
the concurrence of the Comptroller General to waive this administra- 
tive examination in whole or in part. These and other provisions of 
the law have given us some flexibility which will enable us to make 
improvements which were not heretofore possible. 

Mr. Gary. Do you think that you have all of the Jaw necessary in 
order to take care of improvement in your accounting system ? # 

Mr. Maxwet. I think so, for what we have in mind. We have not 3 
anticipated yet any additional legislation which might be required at | 
the moment. : 
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EFFECTIVENESS OF LEGISLATION 


Mr. Gary. What is your judgment as to the effectiveness of the 
legislation that you now have and the method that you are now fol- 
lowing ? . { 

Mr. Maxwe.u. The general accounting procedure which we have 
had in the past was based on sound principles applicable to transac- 
tions of the time; but the Government has expanded considerably 
since then. There are certain legal requirements which have become 
more or less obsolete under present conditions. I feel that there are 
numerous areas where improvements can be made whereby the ac- 
counting can be simplified, and whereby transactions can be expedited. 

I can give you a good illustration. _ 

One of the first actions taken by the Secretary of the Treasury and 
the Comptroller General after the enactment of the Budget and Ac- 
counting Procedures Act was to issue a joint regulation which would 
discontinue the use of covering warrants for repayments to appropria- 
tions. That was effective last November. Prior to that time, when a 
deposit was made by a department covering reimbursement to its 
appropriation, it was necessary to list those items on a covering 
warrant which was sent to the Comptroller General for countersigna- 
ture, and the warrant was returned to the Treasury. Then the admin- 
istrative agency was required to submit a requisition requesting the 
transfer of those funds to a disbursing officer. This request was then 
transmitted to the General Accounting Office on an accountable 
warrant, which was countersigned and sent back to the Treasury. 
Thus, after the elapse of from 2 to 4 weeks’ time, the money was finally 
made available to the agency. 

Under this new regulation, which was effective November 1, it is 
only necessary for an administrative agency to deposit these funds 
with the disbursing officer, and they are immediately available for 
use by the administrative agency for their current expenses. This 
new procedure relates only to those items which are reimbursable to 
an appropriation under the law. 

Mr. Gary. Do you think that the improvements in the accounting 
system can be accomplished as well under the joint program as under 
the one-man administrator as recommended by the Hoover Com- 
mission ¢ 

Mr. Maxwetu. Yes; we feel convinced that it can. We feel that 
the working arrangement between the Director of the Bureau of the 
Budget, the Comptroller General and the Secretary of the Treasury 
has shown that material improvements can be made under this ar- 
rangement, Even if it were the responsibility of one person, it 
nevertheless has to have cooperation from the other agencies because 
all three of these agencies are primarily interested in the fiscal affairs 
of the Government. [t would require that cooperation. We feel that 
this arrangement which is now in effect, which was included in Pub- 
lic Law 784 as one of the policy statements, is an effective arrangement. 


AUTHORITY TO REQUIRE CHANGES 
Mr. Gary. Suppose some Department of the Government just says, 


“We are not going to make any changes in our accounting procedures,” 
does any agency have the authority now to require them to do it? 
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Mr. Maxwewu. The General Accounting Office has the authority to 
prescribe accounting principles—the accounting principles back of an 
agency’s system so that they can indicate what the agency must do 
to meet those minimum requirements. It has been recognized from 
the beginning that each agency has its own problems within its ac- 
counting area. It may be necessary for an agency to deviate from a 
standard detailed accounting procedure in order to meet its own re- 
quirements, but the General Accounting Office can prescribe the mini- 
mum requirements. They are trying, as I understand it, to limit their 
requirements to basic principles since they realize that agencies have 
individual problems. 

Mr. Gary. When the General Accounting Office does prescribe the 
minimum who sees to it that the minimum requirement is met by the 
agencies? . 

Mr. Maxwett. The responsibility is, of course, the agency’s to keep 
its own records, but any failure to follow those minimum requirements 
would be reported either through the auditors of the General Ac- 
counting Office or others who have contact with the agency concerned. 
The General Accounting Office has representatives of their acconnt- 
ing system staff who are constantly in contact with the various Gov- 
ernment agencies. and so it would be reported through the Audit 
Branch or the accounting system staff. 





HELP IN INSTALLING ACCOUNTING SYSTEMS 


Mr. Gary. Does the General Accounting Office have a staff that is 
available to help the various departments in installing systems? 

Mr. Maxwetu. Yes, sir; they do have. That is part of the account- 
ing systems staff. 

Mr. Gary. And they go into the departments and assist them in 
installing their systems? 

Mr. Maxwe.t. Yes, sir. That is correct. 


RELUCTANCE TO CHANGE SYSTEM 


Mr. Gary. It seems to me that is one of the weaknesses of the pres- 
ent program. I think where a department wants to install a good 
— you have adopted procedures now that will enable them to 

0 SO. 

I question whether all of the departments want to do it. Unfortu- 
nately, most of us when we get accustomed to a system do not like to 
change it. 

Mr. Maxwe tu. That is human nature. 

Mr. Gary. I do not blame them. I do not care too much for changes 
myself, but sometimes changes are good, and I am wondering if our 
system goes far enough in providing authority in some department to 
go in and say you have to change it, of course, always keeping in 
mind the peculiarities inherent in any particular department which 
mee require slight deviations from any general scheme you have. 
I think you have to recognize that situation at all times, but it is 
apparent to me that there ought to be some authority somewhere. I 
have not been too fussy about it so far because I think for the time 
being if you will improve the systems in those departments that do 
want to improve them you are going to have your hands full. We 
will probably reach the point a little later on when more effective 


80 


eS 












=: sins ee 
PASE AAPOR ERT BEE RS 


pie ae es 
eee 

















Ce ll oe a | 


we we ee Pe ve 











79 


means will have to be used on some of the recalcitrant departments. 

Mr. Maxwetu. So far, agencies have been cooperating very well. 
We have contacted several agencies recently in connection with sec- 
tion 119, covering the administrative account current examination. 
After talking to the larger agencies, practically all of them were 
agreeable to take some action on the problem of administrative ac- 
count current examination. All of them agree that it would be 
desirable to discontinue that examination in the District of Columbia. 
If that is done, it would help other agencies to decentralize some of 
their activities. It seems to me that we are getting very good co- 
operation now. There might come a time when we would have a 
recalcitrant department, but the General Accounting Office still must 
approve their detailed accounting system, and in any event they would 
see that it tied in with the general principles. They have that privi- 
lege now. 

Mr. Gary. I am convinced that the vast majority of people want to 
do what is right. It is usually the minority that does not and which 
causes most of the trouble in the world. To my mind it is unbeliev- 
able that a small group of people are now throwing the world into 
what appears to be another terrific world struggle and yet that is 
what is happening. You usually find a minority group that does not 
want to play the game according to the rules. That is what I have 
been thinking about in connection with this program, but I think 
you can accomplish a great deal by simply a cooperative program such 
as you now have. I am very much interested in it and glad to see 
the progress that has been made. 


WITHHOLDING TAXES 


Can you give us some statement with reference to the changes in 
withholding taxes ¢ 

Mr. Maxweuu. Yes, sir, Mr. Chairman. Just to review the situa- 
tion briefly, as you know, under the current Tax Payment Act of 1943 
all employers were required to withhold a portion of the employees’ 
salaries as taxes to be paid into the Government. Under the regula- 
tions which were established under the Current Tax Payment Act, all 
employers who withheld $100 or more from their employees each 
month were required to deposit such withholdings with a depositary 
bank which was designated by the Treasury Department. That 
money, in turn, was paid over to a Federal Reserve bank for credit to 
the ‘l'reasurer of the United States. The Reserve banks, as fiscal 
agents for the Treasury, supervises the designation of the depositaries, 
and under this procedure, the detailed accounting work in connection 
with such deposits, is handled by the Federal Reserve banks. The 
cost of reimbursing Federal Reserve banks for that work is paid from 
this appropriation. 

On January 1, 1950, the procedure was expanded to include with- 
holding for social security tax under the Federal Contributions Act. 
This increased the number of employers subject to the regulation, 
since the combined withholding for income tax and social security tax 
increased the number of employers withholding an amount of $100 
or more a month—which was the criterion for making deposits under 
existing regulations. 

79961—51—6 
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Then, on January 1, 1951, the law was extended to include additional 
employers, such as farmer employers and the non-profit-organization 
employers, which has a tendency to increase the number of depositary 
receipts, other factors tending to increase the number of employers 
and monthly deposits are increases in wages, which would increase 
withholdings and make the employer come with the $100 limit. Also 
increases in tax rates would have the same effect, as would also the 
increase in employment because of the defense activities. 

We have asked for $936,502 for 1952 as compared to $961,369 for 
1951. We are experiencing certain improvements in the procedures 
which are now in effect. There was a substantially large cost at the 
beginning of last year when we converted over to the new procedure. 
It is now settling down and we feel that the unit cost this year will be 
somewhat less than the preceding year. 

I have here, Mr. Chairman, a table showing a comparison of unit 
cost for the first full year under the new procedure and the last 
full year under the old procedure, and if you would like, I would 
be glad to have it inserted in the record. 

Mr. Gary. Yes, we will put that in the record at this point. 

(The matter referred to is as follows:) 


Deposits of withheld taxes, volume and unit costs by quarter years for 1949 and 1950} 


— NN 


Unit cost (in cents) 





Volume deposi-| Paid from appropriation for— 
tary receipts 


Quarter year (in thousands, 





ote eee Total 
‘Salaric s and Interest on 
expenses Bureau sUblic debt 
of Accounts I 


























1049 | 1950 | 1949 | 1950 | 1949 | 1950 | 1949 | 1950 
| { } 
LBA 
January to March . | 951 1, 268 12.0 | 20.20 21.9 | 5.7 33.9 25. 90 
April to June ---------| 976 | 1,208 9.2) 19.54) 20.9 |........ 30.1 19. 54 
July to September___- | 958] 1,179 9.6] 16.60] 23.6|.......| 33.2] 16.60 
October to December } 1,088] 1,178} 15.9) 18.05] 21.4 [222227 37.3 | 18.05 
Total_...... SNe RO | 3,933 | 4,833] 11.7 | 18. 63 | 22.0 | 1.5| 33.7{| 20.13 


1 Calendar year 1949 was the last full year under the old procedure while 1950 was the first under the new 


Mr. Frernanpez. It does bear out your prediction that you would 
save money by the use of the new system ? 

Mr. Maxweuu. Yes, sir, Mr. Fernandez. The cost for the last 
quarter of the last calendar year, October to December, was 18.05 
cents per item for depositary receipt as compared with the previous 
year—the same quarter—of 37.3 cents per item, just about half. 

Mr. Gary. This relates to the income tax ? 

Mr. Maxwexx. To income tax and social security tax—all on the 
same receipt form, f 

Mr. Gary. You cover income tax and social security tax on the 
same form ? 

Mr. Maxwe tt. Yes, sir; that is correct, as a single item now. 

You will note, Mr. Fernandez, from that statement that there was 
a 21-cent interest charge in the unit cost paid from the appropriation 
for interest on the public debt. Beginning with January 1, 1950, we 
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discontinued the depositary bonds by which we reimbursed depositary 
banks for their expenses. That item is now eliminated so that the 
cost now is reduced down to 18 cents per item which is charged to the 
appropriation for Salaries and Expenses of the Bureau of Accounts. 

Mr. Gary. Do all employers now put income and social security 
taxes on the same form 4 

Mr. Maxweuu. Yes, sir; that is correct. It is the same depositary 
receipt form. The items are shown separately on the tax return, but 
they are shown as a single item on the depositary receipt. 


PREPARATION OF FINANCIAL STATEMENTS OF THE GOVERNMENT 


Mr. Canrievp. Mr. Maxwell, you said that one of the primary func- 
tions of your agency is the preparation of the financial statements of 
the Government. You told us last year that you were always trying to 
improve the type of statement issued by your agency. I would like 
to have you tell us about the progress you have made in the field. 

Mr. Maxweti. Mr. Canfield, we have worked with the Bureau of 
the Budget in improving our financial statements. This year we have 
been able to furnish the Bureau of the Budget with information under 
new classifications which had not been previously included in the 
budget. They use those figures which we furnish to them for the 
budget document. 

REPORTS ON APPROPRIATIONS 


Also this year we worked out, at the request of a member of your 
staff, a revision in the method of handling transfers of appropriations 
in our annual report. 

In prior years, where money was transferred from one appropria- 
tion to another agency, we had shown disbursements classified under 
the transferee agency, but this year we classify such items under the 
original appropriation which gives to you gentlemen, and others 
who are interested in expenditure of each appropriation, a complete 
picture of how the expenditures were made. Previously they were 
in separate places in the documents. This change involved considera- 
ble contacts with the various agencies in working out the detailed 
procedures and getting the information required. 

There is also another thing that we do, Mr. Canfield. We also 
review the statements periodically to ascertain their use, and whether 
they show information which is still in demand or required. 

For example, just recently we checked up on the distribution of the 
Daily Treasury Statement. We contacted all of the individuals who 
were on the mailing list and as a result of that, we removed around 
700 individuals from the mailing list because they had indicated that 
they no longer required the Daily Treasury Statement. We also 
asked all of them whether or not they felt a quarterly statement would 
serve their purpose instead of the daily or monthly statement which 
they were previously receiving. There were quite a number of them 
who shifted their request from a monthly basis to a quarterly basis. 
I do not have that figure in front of me just now. However, there 
was quite a large number of them who still said that they wanted 
them daily, including some members of Congress, and some commit- 
tees of Congress, indicating that they were using them every day. 
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SAVINGS MADE BY MANAGEMENT-IMPROVEMENT PROGRAM 


Mr. Canrretp. You have also told us on prior appearances of your 
responsibility and work with reference to the management-improve- 
ment program. Can you tell us something about the progress along 
that line, having in mind the surveys that are now under way / 

Mr. Maxwetu. Yes. There are generally three different areas, Mr. 
Canfield, in which we participate. One is the bureaus in the Treasury 
Department. Another is the establishment of central accounts in the 
Treasury to tie in with the agencies’ accounts, and the third is the 
general accounting area involving all the agencies. For a number 
of years we have had our accountants working in the various agencies 
and the bureaus of the Treasury Department, such as the Bureau of 
Engraving and Printing, the Bureau of Internal Revenue, the Coast 
Guard, and Customs. In the Bureau of Engraving and Printing we 
conducted a study which I believe we mentioned last year. The object 
was to ascertain whether or not a business type of budget and cost- 
accounting system should be established in.the Bureau instead of fol- 
lowing the old appropriation method. A committee made up of 
representatives of the Bureau of Accounts, the accounting systems 
staff of the General Accounting Office, and the Bureau of the Budget 
made an initial survey and the conclusions reached were that it would 
be desirable to establish such a budget system and cost-accounting 
system. 

Our employees cooperated with those of the Bureau of Engraving 
and Printing to work out a cost system. Also legislation was ob- 
tained—Public Law 656, which was approved August 4, 1950—which 
authorized the establishment of a business-type organization in budget - 
ing and accounting. As I understand, beginning with the fiscal year 
1952, they will present their budget on that basis. Also arrangements 
have been made for on-the-site audits by the Comptroller General's 
Office which I believe will be effective beginning July 1, 1951. 

Also with respect to the Bureau of Internal Revenue, a similar study 
was made with respect to budgeting and accounting to ascertain 
whether or not any improvements could be made in their administra- 
tive accounting for their appropriations and their budgeting. 

One of the recommendations which was made by the staff of this 
joint committee was that there be established in each city where there 
was more than one office of the Bureau of Internal Revenue an area 
accounting office. A test was made in Boston where the accounting 
activities of the various offices of the Bureau of Internal Revenue were 
brought together in a single unit. It has been successful, and it is 
expected that the Bureau of Internal Revenue will extend that idea to 
other cities where the Bureau of Internal Revenue is now located. 

Another recommendation was that there be established a budget 
staff officer to be responsible for the budget and administrative ac- 
counting. The Commissioner of Internal Revenue has done this 
within recent months. Other recommendations which the committee 
has made are being considered. 

We have one of our staff assigned at the present time to the Coast 
Guard. We have been working with the staff in that organization for 
several years on the appropriation accounting and cost accounting and 
the controls over military pay. Considerable progress has been made. 
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in connection with disbursing procedures, but certain developments 
have made it necessary to postpone that for future consideration. 

We have also been working with the bureaus in the Treasury De- 
partment with respect to establishing accrual accounting in their 
various administrative appropriation accounts. 

With respect to the second area, we have requested the Comptroller 
General to look into the matter of establishing central accounts in 
the Treasury which would tie in with the accounts of the various 
Government agencies. He has a staff which is now making the study, 
and we expect that they will have their report completed in due course 
of time. 

The other area involving the whole Government includes such mat- 
ters as I mentioned a few minutes ago with respect to the changes 
in covering warrants which expedited the deposit of funds into the 
Treasury. 

There are other matters which we are considering at the present 
time with respect to accountable warrants that would make it unneces- 
sary for an administrative agency to request funds periodically to be 
advanced to the disbursing officer. We hope that this would simplify 
their problem somewhat. There are a number of other problems of 
that kind now in the course of consideration. 


SAVINGS EFFECTED 


Mr. Canrietp. Yesterday the Secretary of the Treasury told us that 
through your management and survey program, plus other programs 
within the Department, that the Department had been able to save 
$60,000,000 in identifiable moneys. Do you believe that your office 
has contributed to a large extent in making savings of that amount? 

Mr. Maxwett. Yes, Mr. Canfield. Our savings is a part of that 
item. Our figure for the items from this appropriation for the fiscal 
vear 1951 will amount to around $36,800. Of course they have, in 
fact, been offset partially by other work in the office. Our work is 
never static—there is always new work coming up. That has been 
partially offset by certain items such as the cit 5 a a of the Phil- 
ippine peso reclamation account, new work arising in connection with 
claims under the International Claims Act of 1949, and for rental 
machines in connection with our central accounting procedure. But 
the management savings come to around $36,800. 

Mr. Canrieip. That is, for your particular Division ? 

Mr. Maxwewt. Yes; for the work payable from this appropriation. 
The Division of Disbursement has other items. 

Mr. Canrtetp. But you believe that your office has contributed to 
a great extent in helping other agencies within the Bureau to make 
these savings which the Secretary of the Treasury mentioned yes- 
terday ¢ 

Mr. Maxwett. Oh, yes; these accounting studies which I mentioned 
a few minutes ago do have a direct bearing on those savings. 

Mr. Canrrevp. Last year Mr. Cake referred to day-to-day problems 
that arise that are not connected with the broad project work of your 
organization, and he indicated as an example the fact that Senator 
Butler had requested the General Accounting Office and the Treasury 
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to make a study of the fiscal system of the Virgin Islands as related 
to the Federal Government, a job that required you to assign a num- 
ber of men to it. Was that study completed ?¢ 

Mr. Maxwetu. Yes; and it was submitted to the Senator several 
months ago. 

Mr. Canrretp. Are you called upon by the Congress frequently 
to make studies of that nature? 

Mr. Maxwe.u. That is right. We have a request now from the 
Senate Expenditures Committee to furnish some information on ap- 
propriations. They are interested in obtaining information on types 
of appropriations which are handled as public-debt transactions. So 
we are developing some data for them. 


EXECUTIVE DIRECTION 


Mr. Canriecp. Mr. Maxwell, you have in your justification a cap- 
tion, “Executive direction.” 

Mr. Maxwe.n. Yes, sir; that is right. 

Mr. Canrtevp. In your budget estimates for 1952 the amount re- 
quested is $132,129. Will you discuss briefly just what executive 
direction comprehends ? 

Mr. Maxwei. That $132,000 covers my own salary as Commis- 
sioner, Mr. Cake’s salary, the Associate Commissioner, Mr. Gearhart’s, 
the Deputy Commissioner, and the Assistant Deputy Commissioner’s 
salary. It includes the top supervisory staff of our organization. 

It also includes the Office of the Executive Assistant which reviews 
all legislation pending in Congress relating to fiscal matters, and it 
prepares reports on legislation which are requested by Congress and 
the Bureau of the Budget. The Executive Assistant is given special 
assignments involving any operation of the Bureau. 

The executive direction also includes the secretarial staff for the top 
officials of the Bureau. The $132,000 includes the pro rata share of 
the Administrative Division which includes about three employees. 


GOVERNMENT LOSSES-IN-SHIPMENT ACT 


Mr. CanrieLp. Your Bureau administers the Government Losses- 
in-Shipment Act ? 

Mr. Maxwe.w. Yes, sir. 

Mr. Canrrevp. And you tell us that no appropriation is requested 
for the fiscal year 1952 since it is believed that the recoveries will be 
sufficient to recover the losses during the next fiscal year! 

Mr. Maxwe tt. Yes, sir. 

_ Mr. Canrtevp. Inasmuch as one of the main purposes of these hear- 
ings is to get information for the membership at large, and partic- 
ularly those members who are unable to be associated with us in 
this undertaking, will you briefly describe this item and the reason 
why you are not requesting additional funds for this purpose? 

Mr. Maxweuu. Yes, sir. This appropriation, which is a continuing 
appropriation, is made available to take care of losses in shipment 
which are transmitted by the various agencies of the Government. 
It primarily relates to the shipment of valuables. and the Treasury 
Department is particularly interested, since we ship a considerable 
amounts of bonds, currency, coins, and similiar items. 
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Prior to the establishment of the fund, premiums were paid by the 
various agencies of Government, including the Treasury, as insurance 
against loss. Beginning in 1938, this plan of self-insurance was 
established which has saved us up through 1950, around $39,000,000, 
based on the premium rates which were in effect in 1938. 

Now, subsequent legislation has made this fund available for other 
purposes than losses in shipment. For example, a loss in connection 
with the redemption of savings bonds is charged to this account— 
where a bank, without negligence, redeems a bond, and for some reason 
or other it happens to be the wrong person, and it is necessary to pay 
the proper person. 

Amendments were also enacted to make this fund available to cover 
losses by the Post Office Department of internal revenue stamps or 
documents of that kind which they are holding for sale for the Treas- 
ury Department. These cases involve losses from fire, theft, and 
that sort of thing which are charged to this account. 

In some instances, the losses are paid, but certain recoveries occur 
later on, and we are finding that the recoveries were especially large 
this last year, which we feel will continue. Therefore, it will be 
unnecessary to ask for additional funds to cover any losses for the 
fiscal year 1952. We have a balance now, I believe, of $290,000, so 
we feel that will be adequate for this next fiscal year. 

Mr. Canrrevp. The recoveries have been unusually large this last 
year ¢ 

Mr. Maxwe t. Yes, sir; that is right. 

Mr. Canrietp. Now, insofar as those recoveries are concerned, they 
are obtained through what action, what police action / 

Mr. Maxwe tt. In case we are able to locate the individual who 
was erroneously paid the amount of the bond, we try to get the funds 
from him. There are other cases where subsequent developments 
show that items which were stolen through theft are recovered. The 
amount of recoveries for this fiscal year 1951 are already $24,970. 

Mr. Canrietp. 1 was wondering whether it was because people were 
being unusually honest about their obligations to the Government or 
whether it was because of some unusual policing activity. 

Mr. Maxwexi. Well, I do not know that human nature has changed 
in that.respect, Mr. Canfield. I imagine that it just so happens that 
we are able to contact those people who were overpaid, and that 
circumstances arose such that we were able to collect from the people 
to whom overpayments have been made. 


PRINTING AND BINDING 


Mr. Gary. You have a request here for a 20-percent increase in 
printing and binding. Is that due to the increase of prices or the in- 
crease in volume ¢ 

Mr. Maxwe .. It is due to increases in prices, Mr. Chairman. The 
cost of printing has gone up appreciably since July 1. We have a letter 
from the Government Printing Office indicating that the cost of print- 
ing has gone up from $56,000 to $70,000. Also, the cost of printing 
envelopes has gone up around 30 percent, is that right, Mr. Barker ? 

Mr. Barker. Yes, the envelope cost has gone up about 30 to 50 
percent. 

Mr. Maxwe tu. 52 percent since July 1 of last year. 





86 





Mr. Gary. What is that due to, the increase in the cost of paper ? 
Mr. Barker. Paper is a restricted item now, and the cost of paper 
has gone away up. 


REPORT OF HOUSE CIVIL SERVICE SUBCOMMITTEE ON OVERSTAFFING 


Mr. Canrretp. Did the House Civil Service Subcommittee on 
Overstaffing make any criticism of your Department, Mr. Maxwell 

Mr. Maxweti. Yes, Mr. Chairman. They said that we had 817 too 
many employees. 

Mr. Gary. Have you prepared an answer to that report ? 

Mr. Maxwe.w. Yes, sir; we prepared an answer which was in- 
corporated as part of the Secretary’s letter to the House Post Office 
and Civil Service Subcommittee on Overstaffing, and I believe it was 
published in their recent summary. 

Mr. Gary. We will insert at this point in the record that portion of 
the Secretary’s letter dealing with the Fiscal Service and the Bureau 
of Accounts. 

(The matter referred to is as follows :) 


{Excerpt from the letter of Secretary Snyder, dated December 11, 1950, commenting on the 
report of the Committee on Post Office and Civil Service] 


FISCAL YEAR 


The Fiscal Service was created in 1940 by Reorganization Plan III, under 
authority of the the Reorganization Act of 1939. This reorganization plan 
brought together as a working unit the three fiscal bureaus of the Treasury 
dealing with accounts, deposits, disbursements, investments, public debt, and 
Treasury funds. 

The bureaus thus consolidated in the Fiscal Service are the Bureau of Ac- 
counts, the Bureau of the Public Debt, and the Office of the Treasurer of the 
United States. Supervision of their functions is exercised by the Secretary of 
the Treasury through the Fiscal Assistant Secretary. 

The creation of the Fiscal Service was the result of careful study of Treasury 
activities by the Bureau of the Budget and the Treasury Department. Its 
purpose was to bring about closer coordination of the interrelated functions of 
these three bureaus engaged in carrying on the daily financial operations and 
their relations with the banking system of the country. This purpose has been 
accomplished. It has been clearly demonstrated through the money savings that 
have been effected. 

At the present time the total number of employees in the three bureaus of the 
Fiscal Service is 9,051, which is 381 less than the number on the rolls as of the 
date the committee's figure of 9,432 was compiled. Without allowing for this 
reduction, the report suggests that there could be a saving of 1,575 employees if 
the recommendations of the committee should be placed into effect. The dif- 
ficulties in dealing with the fiscal management section of the committee’s report 
are manifold: 

First, the procedures and interrelationships of the many fiscal activities are 
of a highly complex and technical character and are governed by laws enacted 
by the Congress over a period of more than 160 years. 

Secondly, many statements in the report indicate a fundamental lack of knowl- 
poe on the part of the authors of the report concerning these interrelation- 
ships. 

Thirdly, there is manifested not only a lack of knowledge concerning personal 
accountability of Government officials in the handling of Government funds and 
securities, but also, in a larger sense, the accounting for stewardship to the 
American people who support the Government through the taxes which they 

y. 

Fourthly, the report does not set forth sufficient details on each recommenda- 
tion nor correlate the estimated personnel savings with such recommendations 
as to enable a constructive appraisal of the indicated overstaffing figures. 
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Fifthly, although briefly referred to, adequate recognition has not been given to 
the work now being done jointly by the Treasury Department, the General 
Accounting Office, and the Bureau of the Budget to improve procedures, under 
authority of the Budget and Accounting Procedures Act of 1950. 

The committee recognized and expressed faith in the integrity of the Govern- 
ment’s fiscal accounts in the following words: 

“The criticisms contained in this report should not be construed to reflect upon 
the consummate record that the Department maintains as the fiscal center of our 
Government. Its reputation in this endeavor is an enviable one, unmatched 
throughout the history of governments.” 

Unfortunately, the committee placed itself at considerable disadvantage when 
it did not take the opportunity to receive testimony or explanations from the 
Treasury Department on the matters reported to it by its investigators. Many 
years ago one of our early Comptrollers said : 

“Government business is not the work of a day, or even the lifetime of any 
person. It is a continuing business ; and prudence, as well as experience, dictates 
such a persistency in records as will leave to future officers a record that will 
enable them to ascertain what their predecessors have done, and the reasons for 
their actions.” 

Changes in fiscal procedures and record keeping, therefore, must not be con- 
sidered lightly or made inadvisediy, but carefully and discreetly, and only when 
there is a full knowledge of the facts and implications. Inquiries as to the time 
devoted by the investigators to a study of the fiscal and accounting procedures in 
the Treasury have brought the amazing information that the total number of 
hours spent with the responsible officers and employees of the Fiscal Service was 
approximately 40 hours. Undoubtedly the committee's investigators had avail- 
able a great deal of source material such as organization charts, budget docu- 
ments, and hearings before the Appropriations Committee, but, as is well known, 
Government activities are not static, and therefore it is not believed that the time 
spent with Treasury officials was sufficient to give to the investigators all of the 
information which they should have had before reaching their conclusions. 

As an illustration of the misunderstanding of Treasury procedure the com- 
mittee states on page 81 that— 

“After an appropriation is passed by Congress, signed by the President, and 
certified by the Secretary of State, the Bureau of Accounts issues an appropria- 
tion warrant which, when countersigned by the Comptroller General, directs the 
Treasurer to set up on his ledger accounts a sum of money in the amount 
authorized by the appropriation act.” ‘ 

Actually, accounts of appropriations are not maintained in the Office of the 
Treasurer of the United States except, of course, those relating to the Treasurer's 
own expenses. 

On page 82 the report states that checks paid at Federal Reserve banks are 
returned to the disbursing officers or to the Treasurer of the United States for 
examination and account reconciliation. Actually, the lare percentage of Gov- 
ernment checks are paid for the Treasurer at the Federal Reserve banks and when 
— are sent by the Federal Reserve banks directly to the General Accounting 
Office. 

On page 90 the committee suggests that the appropriation warrant might be 
dispensed with and that it would be “entirely realistic and practical” to post 
appropriation accounts directly from the law. This suggestion is neither “realis- 
tic’ nor “practical,” as is evidenced by the many decisions which the Comptreller 
General has rendered in the past on the question of whether a particular provision 
of law does or does not make an appropriation. The appropriation warrant is 
the legal accounting document through which the Secretary of the Treasury and 
the Comptroller General indicate to the accounting offices of the various depart- 
ments their agreement with respect to the availability of public money, and the 
warrant is their authority to establish an appropriation account on their books 
under the cited provision of law. 

On page 84 the committee states: 

“Some money is deposited directly to the account of the disbursing officers and 
placed in their accounts by appropriation warrants.” 

Actually, no money is placed in disbursing officers’ accounts by appropriation 
warrants, 

On page 90 of the report the committee apparently questions the propriety 
of our present statutory system under which “the Treasurer remains accountable 
for the funds (credited to the disbursing officers’ checking accounts) even though 
they may have been transferred to a disbursing officer under separate and addi- 
tional accountability.” 
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This indicates a lack of comprehension as to the separate and distinct responsi- 
bilities of disbursing officers, as drawers of Government checks, and the Treasurer 
of the United States as the drawee of the checks. Each officer, obviously, has a 
separate bonded responsibility. 

On page 91 of the report there appears the following statement: 

“More thought should be given to the suggested system of certified vouchers 
which could be paid directly by the Federal Reserve Bank System, This would 
eliminate the use of the checks in the payment of nonrecurring obligations. The 
refinement and adoption of this plan would eliminate at least half of the work of 
the disbursing officers.” 

Since payments to Government creditors must be made in a form which they 
ean either cash or deposit in commercial banks, the work of drawing the checks 
would have to be done either by the Federal Reserve banks or in the governmental 
agencies. Thus it would merely shift the expense to the Government of drawing 
checks from one place to another. If the proposal contemplates the use of a 
combined voucher-check form, the adoption of such a procedure involves such 
complications as to require much more study than could possibly have been given 
the subject by the investigators. 

On page 8S the report states that “the Register keeps accounts ou the issue and 
redemption of securities which are also kept in the Bureau of the Public Debt.” 

The Register does not keep any accounts on the issue of public-debt securities. 
He does keep a numerical register against which are posted redeemed securities, 
but this register in no sense is duplicated in any other activity of the Bureau of 
the Public Debt. 

On page 91 the report states that “The Division of Bookkeeping and Warrants 
keeps too many detailed accounts. All of their accounts except those used for 
central control and general ledgers should be eliminated.” 

The detailed accounts referred to are undoubtedly the accounts of receipts by 
sources, States, districts, and ports of collection; and the expenditure accounts 
are undoubtedly those of individual appropriations. These accounts must be 
kept to comply with sections 255 and 264 of title 5 of the United States Code. 
From the beginning of the Government, Congress has required the Treasury to 
maintain a separate account for each appropriation made by it. Here again it 
would seem that the elimination of such accounts should be given more considera- 
tion than the investigators have given to the subject. 

The purpose of pointing out the above-mentioned errors is not to discredit the 
work of the committee’s investigators but rather to indicate to the committee 
the danger in reaching conclusions based upon insufficient or unreliable informa- 
tion. Some of the suggestions in the report have been under consideration by 
the Treasury Department and the General Accounting Office under authority 
of the Budget and Accounting Procedures Act of 1950. While this act paves the 
way for many procedural improvements, there should be expressed a note of 
caution that the savings which such changes may make possible could not by the 
widest stretch of the imagination reach the proportions indicated in the report. 

On the management side, from comments appearing in the report, the com- 
mittee apparently recognizes that the fiseal service of the Treasury Department 
is a closely knit organization, responsive to top management by the Secretary 
of the Treasury through the fiscal Assistant Secretary. On the other hand, the 
report does not appear to give adequate recognition to important managerial and 
procedural improvements which havo been instituted during the past several 
years. Through the streamlining of procedures and the elimination of over- 
lapping and duplication, where authorized by law and consistent with proper 
security, approximately $16,000,000 has been saved during the past 4 years in 
carrying on the fiscal operations of the Treasury. Notable among these savings 
may be mentioned 244 million dollars a year through improved procedures for 
handling the redemption of savings bonds and interest coupons and $1,000,000 
a year through the adoption of a plan for the handling of withheld and un- 
employment taxes. In addition to the combined savings of $16,000,000 for 
the 4-year period mentioned above, the Treasury is also realizing a saving of 
$5,000,000 every year in payment of Government checks as a result of improved 
procedures developed by the Fiscal Service. 

Two whole units in the Treasurer's office involving approximately 150 em- 
ployees were virtually eliminated through the cooperation of the Office of the 
Treasurer of the United States and the Bureau of the Public Debt. There is no 
aversion to reducing personnel when that can be accomplished with due regard 
to the public service and protection of the public funds. In fact, one of the 
underlying principles of administration throughout the Fiscal Service is not to 
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i- a handle a piece of paper twice when one handling will do the job. This policy 
a 4 of finding ways and means to reduce ‘personnel is further exemplified in the 
a 4 collaboration between the Fiscal Service of the Treasury Department and the 


3 United States Bureau of Standards in developing the use of electronics in the 
4 handling of large-scale fiscal and accounting operations. Arrangements for the 


54 ; installation of an electronic machine for counting paper currency are already 
d g well advanced, and a study is now underway to determine whether electronics 
+ ; can be applied to the recording of the issue and redemption of United States 
if 2 Savings bonds. 

4 In its endeavor to avoid overstaffing, the Fiscal Service has a program of train- 
y ing its supervisors in the direction that they will not only get the best production 
+4 , from employees but will encourage them to make suggestions which will lead to 
ul q economies. Two recent illustrations might be of interest, one where an employee 
8 . suggested a method involving the conservation of carbon paper at a saving of 
5 : $127,000 a year, and another, where an employee developed a procedure for 
h 4 punching a hole in checks through which enclosures could be picked up auto- 
a ’ matically through the use of a suction cup thus avoiding a separate handling of 

ES the enclosure. Standing alone, these examples of savings resulting from inven- 
1 4 tions and ideas of individual employees in the lower grades may not seem impres- 


sive or important, but to those who are interested in the advancement of public 
administration, there is a deeper and greater meaning because these are mani- 


‘. *  festations of employee interest, high morale, and good leadership by supervisors 
f and top management. 

4 The work simplification program of the Fiscal Service has resulted in numerous 
8 4 improvements and substantial savings. Group leaders are brought together 
r % periodically at luncheon meetings to make progress reports directly to the Fiscal 


Assistant Secretary and to discuss ways and means for greater interest and stimu- 

Y lation. The Fiscal Assistant Secretary is in daily touch with the Treasurer of 
s 4 the United States, the Commissioner of the Public Debt, the Commissioner of 
e a Accounts, and the Chief Disbursing Officer, and meets with them and their staff 
, : members collectively every week at staff conferences. At other regular staff 
0 : conferences the Fiscal Assistant Secretary meets with the bureau heads and their 
t 4 key personnel and with the budget and personnel officers of the Fiscal Service. 
iy 4 In this way the Secretary of the Treasury, through the Fiscal Assistant Secretary, 
3 keeps in touch with the various activities of the Fiscal Service without unneces- 





C & sary encroachment on his time. 
e a Since maximum utilization of the talents and services of employees is a key- 
i a stone to avoid overstaffing the program of the Fiscal Service for employee devel- 
y x opment should be mentioned. This is a three-point program, viz, (1) selection of 
y gy promising employees for rotating assignments in order that they may become 
e E trained in all activities of the Fiscal Service, (2) biweekly after-hour group 
f F discussions on various subjects relating to Treasury activities, and (3) biweekly 
> a after-hour general meetings in the General Services Administration Auditorium 
. a which are devoted to lectures by bureau and division chiefs on the work of the 
4 4 Treasury Department. All employees of the Fiscal Service are regularly in- 
t q vited to attend these meetings and are given the opportunity of asking questions. 
4 % Bureau of Accounts 
1 4 The Bureau of Accounts is the central accounting organization of the Govern- 
l 7 ment. It has three main operating functions, all statutory— 
. : 1. It issues the warrants on behalf of the Secretary of the Treasury au- 
P é thorizing the Treasurer to place funds in checking accounts to the credit 
‘ ; of disbursing officers. 
3 2 2. It keeps the central accounts relating to receipts, appropriations, ex- 
. z penditures, and the public debt. 
) 2 3. It compiles for the Secretary an annual report to the Congress showing 
; 4 the receipts, by sources, States, districts, and ports of collection, and ex- 
. 5 penditures according to the several appropriations made by the Congress. 
, % Because of the close relationship between this office and the Secretary of the 
| Treasury (now exercised through the Fiscal Assistant Secretary), the Bureau of 
q Accounts also handles the investment of trust funds, the designation of Govern- 
; 4 ment depositaries, and the determination of the underwriting limitations of 
: = surety companies which are authorized to do business with the United States. 
. 4 It maintains a small accounting systems staff which works closely with the 
1 3 General Accounting Office in the development of improved accounting pro- 
. Z cedures. Also, as pointed out in the committee’s report (p. 91) the Division of 
Disbursement is presently a part of the organizational structure, but with clear 


lines of disbursing authority. 
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Under the Budget and Accounting Procedures Act of 1950, undoubtedly im- 
portant changes will ultimately be made with respect to the Bureau of Accounts, 
but action with respect to these matters must await the conclusion of the studies 
being made by the Treasury, the General Accounting Office, and the Bureau of 
the Budget. 

The subcommittee reports (p. 92) an overstaffing in the Bureau of Accounts of 
817 employees. This is a net figure since the subcommittee indicates that some 
activities of the Bureau are understaffed to the extent of 38 employees while a 
savings of 855 employees could be effected in other activities. The principal 
improvements in the Bureau of Accounts are stated as resulting from changes in 
the warrant system (p. 90), which apparently is also the basis for the major 
personnel savings. Other action to effect personnel savings is pointed out, such 
as a review of the necessity for currently compiling financial reports and changes 
in the disbursing procedures (p. 91). It does not appear that the suggestion of 
organization realinement would have have any material effect upon the number of 
employees required. 

The report recognizes that existing warrant procedure has been established to 
conform to provisions of law relating to the receipt and payment of moneys from 
the Treasury (p. 90). It should also be pointed out that the Congress, by the 
enactment of legislation, has required the compilation of certain reports, including 
reports to be submitted to it. For example, section 15 of the act of July 31, 1894 
(5 U.S. C. 264): 

“It shall be the duty of the Secretary of the Treasury annually to lay before 
Congress, on the first day of the regular session thereof, an accurate combined 
statement of the receipts and expenditures during the last preceding fiscal year of 
all public moneys, including those of the Post Office Department, designating the 
amount of the receipts, whenever practicable, by ports, districts, and States, and 
the expenditures, by each separate head of appropriation.” 

Likewise, the accounting for disbursements has been established to conform 
to provisions of law. 

The Budget and Accounting Procedures Act of 1950, approved September 12, 
1950, provides for a degree of flexibility not heretofore possible in the modification 
of warrant procedures. Under section 115 of this act, in the interest of simplifica- 
tion and economy, the Secretary of the Treasury and the Comptroller General 
by joint regulation may now waive existing law regarding warrants issued “in 
connection with the receipt, retention, and disbursement of public moneys and 
trust funds” and funds requisitioned and advanced to disbursing officers. Revised 
procedures under this authority for repayments to appropriations have already 
been installed and other revisions are under study. The Bureau of Accounts 
intends to take full advantage of these studies to effect economies in operations. 

The Bureau has long followed the practice of periodically reviewing financial 
reports prepared by the Bureau to determine their usefulness, and consideration 
is given currently to individual statements when their usefulness has decreased. 
The Bureau takes prompt action to discontinue obsolete reports. 

The basis for accomplishing the savings in personnel to the extent estimated 
by the subcommittee is not clear. For example, it seems probable that a part of 
the estimated reduction was based upon the premise that records on apportion- 
ments for Government agencies are maintained in the accounts of the Bureau 
(pp. 81 and 85) coupled with the recommendation that all accounts except those 
used for central control and general ledgers be eliminated in the Division of 
Bookkeeping and Warrants (p. 91). The Bureau of Accounts keeps no accounts 
for apportionments other than those which relate to its own appropriations for 
administrative expenses. Also, the suggestion (p. 90) that covering warrants be 
discontinued, if adopted would have little, if any, effect upon personnel. The 
covering process serves the purpose of classifying receipts by source and sum- 
marizing for reporting purposes. This information is required by law, and if 
this information was not obtained under the present procedure, it would be neces- 
sary to produce summaries under some similar method. The statements produced 
as a by-product also furnish a means of verifying the amounts deposited for the 
account of the Treasurer of the United States. 

A further example, which indicates that the recommendations may have been 
made without full information, is given. The question is raised (p. 90) as to 
whether the appropriation warrant which “notifies the Treasurer that the Con- 
gress has authorized the expenditure of a certain amount of money for a particu- 
lar purpose” is needed. The purpose of this warrant is to advise the administra- 
tive agency having control over the appropriation that funds are available on the 
books of the Treasury. (The Treasurer of the United States does not receive a 
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copy of this warrant.) Many instances are on record where it has been necessary 
for the Comptroller General to rule on the meaning of laws purporting to appro- 
priated money. It is therefore, necessary that the laws be carefully considered 
before the funds are established on the books of the Treasury and before adminis- 
trative agency is permitted to withdraw funds for the payment of its obligations. 

The estimate which causes considerable perplexity relates to the Division of 
Disbursement. While the findings in the report contain no criticism of the 
management of the Division, there is nevertheless shown in table 12 of their 
report an indicated saving of 821 employees in the Division. 

Representatives of the subcommittee had no discussion with officials concerning 
the number of employees engaged on any function, operation, or task, in the 
Division, nor did they discuss in any manner the composition of the savings 
proposed in the report. It is therefore difficult to appraise their findings without 
information as to how such savings were calculated. 

Under the heading “Division of Disbursement” (p. 91), the report states: 

“More thought should be given to the suggested system of certified vouchers 
which could be paid directly by the Federal Reserve Bank System. This would 
eliminate the use of the checks in the payment of nonrecurring obligations. The 
refinement and adoption of this plan would eliminate at least half of the work of 
the disbursing offigers.” 

It is not explained how a creditor of the United States, who has furnished 
supplies, could receive payment therefor without the use of a check, draft, or 
other form of payment instrument. 

While no itemization of the positions to be eliminated, or even a listing of the 
operations and tasks to be discontinued, has been furnished, it appears that a 
large error has been made in the calculations. If the entire function of making 
payments on nonrecurring obligations were removed from the Division of Dis- 
bursement, as suggested, only a fraction of these employees could be released. 
This number includes not only all operative employees but also all related execu- 
tive, supervisory, administrative, accounting, procurement, and service personnel. 

It is doubtful that any saving would accrue to the Federal Government as a 
whole. If Federal Reserve banks were to issue the check, warrant, draft, or some 
form of instrument to authorize payment, the change would merely mean the 
transfer of a function from one office to another, with another set of executive, 
supervisory, and service personnel, and other indirect expenses. The Federal 
Reserve banks would undoubtedly require reimbursement for its expenses in 
handling such payments. In the end, a greater cost would have to be paid by the 
Government. If the function was to be transferred to United States departments 
or establishments, such action would be a reversion to a discarded arrangement 
which had proved too expensive. The mechanical operation of writing the check, 
draft, or warrant would in nowise be decreased, it being assumed that the dis- 
charge of an obligation involves the preparation of some instrument. Seemingly, 
any authorization to effect payment must have inscribed thereon the date, name 
of payee, amount to be paid, and the signature of the authorizing officer. These 
data are the minimum required, being virtually the same as now inscribed on 
checks. The shifting of the manual or mechanical work from one large agency 
to many agencies would not result in a saving. Because of the loss of efficiency, 
such action would very likely increase the cost to the Government. The Division 
of Disbursement processes the nonrecurring types of payments using principles of 
mass production; it employs electrical equipment such as accounting machines, 
punch-card machines, check-writing machines, tabulating machines, addressing 
machines, signing machines, microfilming machines, and enclosing machines, 
Small offices could not practically operate such equipment without excessive cost. 

Prior to the creation of the Division of Disbursement, the Federal departments 
had their own disbursing offices. In New York City alone there were more than 
40 offices performing disbursing functions. By consolidating these activities, the 
Division can process a very large volume of transactions on a production-line 
basis with low operative, supervisory, and indirect costs. Year after year, through 
specialization on jobs and with quantititative standards of performance, the Divi- 
sion has been able to reduce costs. During the past 6 years, the ayerage unit cost 
for making payments and for depositing collections by the Division has not in- 
creased, despite the fact that salaries of employees and other expenses have gone 
up more than 40 percent. This record of the Division for holding the line on 
costs compares favorably with that of any other Federal agency, or for that 
matter any industrial organization in the country. In 1944 the average unit 
cost was over 6% cents; in 1950 it was less than 614 cents. During this same 
period, the number of production units per employee rose from 39,000 to 58,000 
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per year, As to persons employed in the fiscal year 1950, the Division had 3,385 
employees and handled 198,000,000 checks, or 26,000,000 more than in 1947, when 
it had 3,735 employees. This indicates the continuous effective program of im- 
provement going on in the Bureau of Accounts. 

The production control system established in the Division, under Which units 
of output are reported monthly for the various classes of activities has enabled 
not only. control of production with savings in required manpower, but also the 
making of comparative studies, in which the output of one office is compared With 
that in another and the output of the same office of one period with that for 
another period. From the information so derived fair standards of performance 
have been promulgated to the various regional disbursing offices. 

A further general conclusion appearing in the report (p. 68) without supporting 
details, relates to the internal security accounting provisions in the Division of 
Disbursements, which are stated as too comprehensive. The provisions for safe- 
guarding securities such as currency, negotiable checks, unissued bond stock, and 
unissued check stock in the Division of Disbursement are typical of those im- 
posed by both large and small financial institutions. The practice in the Division 
is very similar to that in business. Collections, as received, are immediately re- 
ceipted, recorded, and totaled to establish accountability. By this means control 
is set up for which the corresponding accountability is established. The resulting 
deposits of the funds to appropriations, trust funds, or special accounts (as re- 
quired by law) must be in agreement. As to physical facilities utilized, the 
protective equipment and related service are no greater, and no less, than em- 
ployed by large banks. Huge sums of cash may be received, as for example 
in Treasury Annex 1, where the collections may exceed a million dollars in a day, 
with $50,000 in currency; the receiving cashiers necessarily work in enclosed 
cages to which the public does not have access. Each day they must account for 
the exact amount of funds received. At night the currency, checks, and ne- 
gotiable papers are placed in locked safes or vaults, to which only designated in- 
dividuals have access. In Washington the safes and vaults are inspected by 
Secret Service guards in their periodic rounds. The practice is substantially the 
same in each regional office. 

If the report means that the accounting in the Division of Disbursement is too 
comprehensive in that complete accounts are maintained for receipts and expendi- 
tures under specific appropriation, trust fund, and special account titles, and that 
only a single depositary disbursing account need be operated for each disbursing 
officer, the recommendation has merit. In this connection, the system of account- 
ing was devised and operated to conform to existing law. In the past year, much 
improvement has been brought about in the appropriation and fund accounts in 
administrative agencies by the joint program of the Burean of the Budget, the 
General Accounting Office, and the Treasury Department. It is anticipated that 
the technical improvements now being made in records of administrative agencies 
will soon render unnecessary the detailed accounting in the Division so that steps 
can be taken to modify the present law requiring that no payment can be made by 
a disbursing officer unless he has sufficient unexpended balances in the respective 
appropriation, trust fund, or special account to be charged with the expenditure. 
It may, however, be possible to modify this procedure. With the passage of the 
Sudget and Accounting Procedures Act of 1950, the streamlining of the accounting 
procedure may be possible by the joint action of the Comptroller General and the 
Secretary of the Treasury. Such change, along with other related accounting 
simplification in other records, is now under consideration in the Treasury 
Department. 

The report contains a proposal (p. 69) recommending the elimination of the 
“administrative examination” of accounts, This proposal is one which the Gen- 
eral Accounting Office and the Treasury sponsored in the Budget and Accounting 
Procedures Act of 1950, previously referred to. It is too early to tell what effect 
on personnel such a change would have, but the committee may be assured that 
appropriate reductions will be made in the estimates of appropriations when the 
changes are made effective. 

As stated abeve, the subcommittee (p. 92) estimates that a net savings of 817 
employees can be effected from a total of 3.450 employees on the rolls of the 
Bureau of Accounts on June 30, 1950. Without correlating estimated savings 
with the recommendations (which is not contained in the subcommittee’s report), 
a complete and satisfactory analysis cannot be made. There appears nothing 
in the report which would support the conclusion that a reduction of 817 em- 
ployees in the Bureau of Accounts could be made without impairing its operations. 
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Mr. Gary. Now, Mr. Maxwell, if you would like to make any addi- 
tional remarks, we shall be glad to hear from you. 

Mr. Maxwe.y. Yes, sir. I would just like to indicate that we had 
considerable difficulty in evaluating the suggestions that were made 
and tying them in with the number of employees which they indicated 
we could save, because there was no indication as to the number of 
employees which could be saved under each recommendation. 

There were aiso a number of conclusions which probably were based 
on an erroneous misunderstanding of our work, and I think if the 
correct information had been obtained, or they had understood our 
procedure, they might not have arrived at the same conclusions. 

I have a couple of examples which I would be glad to cite if you 
would like to have them. 

On page 81, for example, they indicate with respect to accounting 
for expenditures that— 

While the accounting system for the control of receipts is outmoded, unneces- 
sarily duplicating and cumbersome, the accountability for expenditures is even 
more so. 

In support of that statement about duplication, they say with re- 
spect to appropriations : 

After an appropriation is passed by Congress, signed by the President, and 
certified by the Secretary of State, the Bureau of Accounts issues an appropri- 
ation warrant which, when countersigned by the Comptroller General, directs 
the Treasurer to set. up on his ledger accounts a sum of money in the amount 
authorized by the appropriation act. 

Now, in the first place an appropriation warrant does not go to the 
Treasurer’s Office, and the ‘Treasurer also does not set up the appropri- 
ations on his books, except for those appropriations which are made 
directly to that office for its own administrative expenses. 


APPORTION MENTS 


In the next paragraph they say this with respect to apportionments: 

Apportionment control accounts are established in the Bureau of the Budget, 
the Office of the Treasurer, the Division of Bookkeeping and Warrants. and in 
the agency and/or bureau to which the appropriation is made. 

There again, neither the Division of Bookkeeping and Warrants in 
the Bureau of Accounts nor the Office of the Treasurer set up all 
apportionments on their books. The only apportionments the Trea- 
surer sets up are with respect to their own appropriations. The same 
thing is true of the Bureau of Accounts. We set up apportionments 
for our own appropriations for our salaries and expenses but none 
other. 

The investigators for the committee recognize that the law required 
us to follow certain procedures with respect to warrants and they 
do indicate that the principal improvements in the Bureau of Ac- 
counts would result from the adoption of changes in the warrant sys- 
tem. We disagree with their views in some respects but agree in 
principle with others 

The lump estimated personnel savings all in one figure, for each 
division and it is pretty hard to tell just how they arrive at their con- 
clusions—which they state on page 92. They, however, did state 
that some of our activities were understaffed and that some are over- 
staffed. The 817 is a net figure representing the difference between 
the understaffed and tbe overstaffed divisions. 
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Mr. Gary. The Secretary’s letter I think covers the detail of it. 
Mr. Canrretp. Mr. Maxwell, did the investigators of this com- 
mittee interview the members of your staff during their study? 

Mr. Maxweiu. They did talk to members of the staff. As I recall 
it they spent approximately 4 or 5 days in the Bureau, talking to 
staff members. I think I talked to them about half an hour. 

Mr Gary. In the Bureau? 

Mr. Maxwetu. In the Bureau of Accounts, including the Division 
of Disbursements. However, if the investigators had discussed some 
of their points on the subjects I just mentioned, if they had discussed 
their report with us before they filed it with the committee, probably 
there would have been some difference in the conclusions as I said 
before because we have caught these errors in the statement of facts. 

Mr. Canrrevp. You say that they talked with you about half an 
hour? 

Mr. Maxwe.u. Yes, about half an hour. I believe that was before 
they went into the rest of the Bureau. 

Mr. Canrietp. How long were they in your Bureau ? 

Mr. Maxwe tt. I think about 4 or 5 days altogether. I could check 
to get a more exact time. 

Mr. CanrieLtp. Were you informed at any time of their findings 
before the publication of their report ? 

Mr. Maxweiu. No; we were not. The first information we had was 
when the report was published. If they had discussed their proposals 
with us Soleeshend. some of these errors of fact might have been 
avoided. 

Mr. Canrrevp. Do you know the investigators personally ? 

Mr. Maxwett. I had never seen them before. The first time I met 
them was when they came into the office. 

Mr. Fernanvez. That is about 20 percent, is it not? 
Mr. Maxwe tL. It is a little over 20 percent, Mr. Fernandez. 


MISUNDERSTANDING OF FIGURES 


Mr. Gary. One of the investigators told me that there had been 
some misunderstanding about the figures in that report, that the figures 
they had mentioned were the over-all long-range savings as you install 
new methods. You have already had considerable savings as a result 
of the installation of the accounting procedures, as I understand. 

Mr. Maxwe.u. We have had some savings in that area. 

Mr. Gary. And you contemplate additional savings as you ex- 
pand it? . 

Mr. Maxwe... Yes, sir; that is correct. 

Mr. Canrieip. Mr. Maxwell, you have discussed certain errors, and 
I assume that they have also been discussed in the Secretary’s letter. 

Mr. Maxwe vy. Yes; some of them. We did not discuss all of them 
in the letter. We only picked out a few of them as illustrations. 

Mr. Canrietp. Does the letter go to the over-all charge that you are 
overstaffed to the extent of 800-plus employees? F 

Mr. Maxwewt. Yes. We indicate that we feel that there is no justi- 
fication or support in the report itself for the conclusion that we could, 
in the Bureau of Accounts, save 817 employees. Most of those are 
in the Division of Disbursements; as a matter of fact, for the expenses 
paid from this appropriation, they indicate that we are understaffed, 
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but most of the savings they say would be in the Division of Disburse- 
ments, and they make one recommendation which they say would save 
half of Mr. Banning’s employees on certain types of work. That 
refers to the suggestion that vouchers be paid by the Federal Reserve 
banks. 

That idea ocurred during the last war when the Army was getting 
behind in some of its payments. They were groping around to find 
a method of reducing a backlog in making payments to Government 
creditors. It was suggested that perhaps they could get the Federal 
Reserve banks to help write checks, or at least make payments on 
certified vouchers to be sent to the Federal Reserve banks. 

I cannot see how there would be any saving, since the Federal 
Reserve banks would have to have some instrument to give to the 
payee or to give credit at the payee’s bank. Then there would have 
to be made available funds to reimburse the Federal Reserve banks 
for their services. Then the matter would be one of just shifting 
the cost from ,one office to another. And we do not think the banks 
could do it as cheaply as Mr. Banning’s office. He has more informa- 
tion on this subject and will be glad to tell you about it. 

Mr. CanFievp. Mr. Maxwell, would you go so far as to say that the 
report was wholly wrong as to its findings concerning your office; in 
pr words, that you cannot spare any of these employees? 

Mr. Maxwe tu. If you say wholly wrong—lI do not think we can 
say exactly that, Mr. Canfield. They have indicated some suggestions 
which we have had in mind ourselves for a considerable length of 
time and with this new law we are gradually working out some of 
those suggestions. 

For example, they indicate that covering warrants could be discon- 
tinued. I have already indicated that we have made a step in that 
direction and expect to go further. 

They also made the suggestion that accountable warrants might 
be discontinued. We have been considering that for a number of 
years and under this new law we think we may be able to simplify 
the accountable warrant procedure. But the number of employees 
that we would save in the en of Accounts—people paid from this 
appropriation, employed in the Division of Bookkeeping and War- 
rants—would be relatively small—about one or two persons. And 
the savings in the Division of Disbursement would likewise be rela- 
tively small. 

But that was my point mentioned earlier—we could not tie in with 
each recommendation the number of employees that the investigators 
ee we could save. If we had that information, we might better 
be able to evaluate their recommendations. 

Mr. Canrretp. But you are moving toward the carrying out of 
some of the suggestions that they have offered ? 

Mr. Maxwe.u. Yes, sir. As to some of them, we agree in principle. 
We disagree with respect to the recommendation on appropriation 
warrants; they thought that appropriation warrants—at least, they 
raised the question—might be discontinued. But we feel that they 
should be continued for this reason. Very often legislation is passed 
by the Congress on which there is some question as to the intent of 
Congress—whether it intended to make an appropriation or not, par- 
ticularly when the act had not been referred to an appropriation com- 
79961—51——7 
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mittee, or was not in an appropriation act. We have had many deci- 4 
sions by the Comptroller General which indicate that certain legisla- 7 
tion did not make an appropriation, but merely authorized an appro- 
priation. We do not feel that each agency should interpret the law 
so that they might establish on their books an amount which they ¥ 
think is an appropriation when actually it would not be an appro- = 
priation. 3 
Mr. Gary. Mr. Maxwell, as I understand the situation, this com- 
mittee in justification of their findings are citing the fact that since 
they made their investigation there has been a reduction of approxi- 
mately 300 employees. The improvements that resulted in that re- 
duction were in progress before the committee started its investiga- 
tion and were being carried out under the management-improvement 4 
policy of the Department; am I correct in that understanding? 3 
Mr. Maxwei. That is true in most cases. I cannot think of any 2 
improvement program that would be contrary to your statement. 
Mr. Frernanvez. In any event, you cannot come here and say that 
they are correct in their statement that you have had 817 too many 
when you are asking for 170 more? 3 
Mr. Maxwett. That is correct. We do not feel that there is justi- y 
fication for that conclusion, that we can reduce our force 817 positions. 
Mr. Gary. Are you asking for 170 additional employees? 
Mr. Maxwe.v. Not in this appropriation, “salaries and expenses a 
for the Bureau of Accounts”; but in the appropriation for the Di- 
vision of Disbursement. 
Mr. Canrretp. So far as you know, did these investigators know 
of the new program being put into effect in the Division of Disburse- 
ment ¢ 
Mr. Maxwe tt. I think that they probably picked that up, because : 
some of their suggestions are along the lines that we have been think- 3 
ing of for quite some time. It is very likely that they picked it up 
some place in the investigation. 


LANGUAGE CHANGES 


Mr. Gary. Do you have any changes in language? 
Mr. Maxweti. Yes. Public Law 830, Eighty-first. Congress, ap- ‘ 
proved September 23, 1950, repeals prior legislation which required 3 
specific authority for printing and binding and personal services in : 
the District of Columbia. Therefore the words “in the District of 3 


Columbia and printing and binding” have been deleted from the ap- 
propriation language. 
r. Gary. Thank you, sir. 
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WITNESSES 


Fripay, Fesrvary 9, 1951. 


DIVISION OF DISBURSEMENT 


PAUL D. BANNING, CHIEF DISBURSING OFFICER 


R. W. MAXWELL, COMMISSIONER OF ACCOUNTS 


SALARIES AND EXPENSES 


Funds available for obligation 









































1950 actual | 1951 estimate | 1952 estimate 
DIRECT OBLIGATIONS | 

Appropriation of @uiltnate. . 4.655... .-.....-..-.--.--.--..--0 $11, 467, 900 | 1$11, 050, 000 $12, 000, 000 

Transferred to “Salaries and expenses, Bureau of Accounts, 
Treasury Department,” pursuant to Public Law 583_____.-- —~ 900; O00 fos.i ab 2s st 
Adjusted appropriation or estimate -_..................-. 11, 367, 900 11, 050, 000 12, 000, 000 
Unobligated balance, estimated savings---...-...........-....- pa! St! o) Rewrite rt MO, [eee eee em Meee 
Tote) disettoblipations.<.2.5.......-.-........-..-~.0.- 11, 292, 782 11, 050, 000 12, 000, 000 

REIMBURSABLE OBLIGATIONS 
Reimbursements for services performed_--._.......-....------- 662, 271 560, 649 614, 543 
arg ee ee Oe 11, 955, 053 11, 610, 649 12, 614, 543 
Obligations by activities 
Description 1950 actual | 1951 estimate | 1952 estimate 
DIRECT OBLIGATIONS 
1. Processing payments and collections. --................-- --| $10,975,531 | $10, 769, 612 $11, 721, 086 
ek ol 274, 767 280, 388 278, 914 
pO NN iL Sa Rai irdeto 11, 250, 298 11. 050, 000 12, 000, 000 
REIMBURSABLE OBLIGATIONS 

1. Processing payments and collections... ...................- 704, 755 560, 649 614, 543 
eer Greet) lest i ee et 11, 955, 053 11, 610, 649 12, 614, 543 














+ Includes amount appropriated in the Second ‘Supplemental Appropriation Act, 1951. 
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mittee, or was not in an appropriation act. We have had many deci- 
sions by the Comptroller General which indicate that certain legisla- 
tion did not make an appropriation, but merely authorized an appro- 
priation. We do not feel that each agency should interpret. the law 
so that they might establish on their books an amount which they 
think is an appropriation when actually it would not be an appro- 
priation. 

Mr. Gary. Mr. Maxwell, as I understand the situation, this com- 
mittee in justification of their findings are citing the fact that since 
they made their investigation there has been a reduction of approxi- 
mately 300 employees. The improvements that resulted in that re- 
duction were in progress before the committee started its investiga- 
tion and were being carried out under the management-improvement 
policy of the Department; am I correct in that understanding? 

Mr. Maxwe.i. That is true in most cases. I cannot think of any 
eo program that would be contrary to your statement. 

Mr. Frernanpez. In any event, you cannot come here and say that 
they are correct in their statement that you have had 817 too many 
when you are asking for 170 more ? 

Mr. Maxwe tu. That is correct. We do not feel that there is justi- 
fication for that conclusion, that we can reduce our force 817 positions. 

Mr. Gary. Are you asking for 170 additional employees? 

Mr. Maxwe vt. Not in this appropriation, “salaries and expenses 
for the Bureau of Accounts”; but in the appropriation for the Di- 
vision of Disbursement. 

Mr. Canrrevp. So far as you know, did these investigators know 
of the new program being put into effect in the Division of Disburse- 
ment ¢ 

Mr. Maxwe t. I think that they probably picked that up, because 
some of their suggestions are along the lines that we have been think- 
ing of for quite some time. It is very likely that they picked it up 
some place in the investigation. 





LANGUAGE CHANGES 


Mr. Gary. Do you have any changes in language? 

Mr. Maxweru. Yes. Public Law 830, Eighty-first. Congress, ap- 
proved September 23, 1950, repeals prior legislation which required 
specific authority for printing and binding and personal services in 
the District of Columbia. Therefore the words “in the District of 
Columbia and printing and binding” have been deleted from the ap- 
propriation language. 

r. Gary. Thank you, sir. 
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WITNESSES 


PAUL D. BANNING, CHIEF DISBURSING OFFICER 
R. W. MAXWELL, COMMISSIONER OF ACCOUNTS 


SALARIES AND ExPENsES 


Funds available for obligation 


Fripay, Fesrvuary 9, 1951. 


DIVISION OF DISBURSEMENT 
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| 1950 actual 1951 estimate | 1952 estimate 
DIRECT OBLIGATIONS 

Sporerintion OF MammaNs.. «og oo oss oe eo ee eee $11, 467,900 | 1$11, 050, 000 $12, 000, 000 

Transferred to ‘Salaries and expenses, Bureau of Accounts, 
Treasury Department,”’ pursuant to Public Law 583_______- 100; 000 Wei 2 sac Sa 
Adjusted appropriation or estimate ____.......-.......-- | 11, 367, 900 11, 050, 000 12, 000, 000 
Unobligated balance, estimated savings_..................--.- 96, 118 Pai ok a at at 
"Total Girett oUMratbons oo ssc. 2... ne ene. c ences 11, 292, 782 11, 050, 000 12, 000, 000 

REIMBURSABLE OBLIGATIONS 
Reimbursements for services performed _--_-_.......-...-------- 662, 271 560, 649 614, 543 
EE oy 11, 955, 053 11, 610, 649 12, 614, 543 
Obligations by activities 
Description 1950 actual | 1951 estimate | 1952 estimate 
DIRECT OBLIGATIONS 
1. Processing payments and collections. ---...............-..-- $10, 975, 531 $10, 769, 612 $11, 721, 086 
en ace cccnceascnnconcuse 274, 767 280, 388 278, 914 
Nn Vnwansdoonnccenncseavecas 11, 250, 298 11. 050, 000 12, 000, 000 
REIMBURSABLE OBLIGATIONS 

1. Processing payments and collections. --............-.--.-.-- 704, 755 560, 649 614, 543 
eT OEE IAG OE ae MESS 11, 955, 053 11, 610, 649 12, 614, 543 














1Ineludes amount appropriated in the Second ‘Supplemental Appropriation Act, 1951. 
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Obligations by objects 





Object classification 


1950 actual 


1981 estimate 


1952 estimate 





SUMMARY OF PERSONAL SERVICES 


‘Total number of permanent positions 
Full-time equivalent of all other positions 
Average number of all employees 


Personal service obligations: 
Permanent positions 
Part-time and temporary positions 
Regular pay in excess of 52-week base 
Payment above basic rates.............-.....---....-.---- 
Payments to other agencies for reimbursable details__----- 


Total personal service obligations 
DIRECT ORLIGATIONS 
Personal services 


Transportation of things 
Communication services 
Rents and utility services: 


Space 
Equipment 
Printing and reproduction 
Purchase of blank checks 
Other contractual services 
Supplies and materials 
Equipment 
Refunds, awards, and indemnities 


S323 8 &FERS 


Total direct obligations 
REIMRURSARBLE ORLIGATIONS 


Personal services 

Travel. 

NI TE OE an i eh cennccnwincsecsnnecsows 
enn. 18... wou eampesectooseaccven cn 
Rents and utility services: 


p 
Equipment 
Printing and reproduction 
Other contractual services 
Supplies and materials 
Equipment 


Total reimbursable obligations 
Total obligations 


01 
02 
03 
04 
05 
06 
07 
08 
09 


3, 144 
391 
3, 388 





$8, 757, 891 
1, 002, 614 
33, 951 


59, 030 
2, 387 





9, 855, 873 





9, 146, 149 
19, 702 


97, 203 
57, 652 








558, 391 
1, 370 
6, 411 
3, 972 


5, 004 
17, 536 
10, 394 

4,972 
72,119 


a vers 


geseg2 2588 


See 





704, 755 


560, 649 














11, 955, 053 


11, 610, 649 








12, 614, 543 





Mr. Gary. We shall now consider the budget estimates for the Di- 
vision of Disbursement and in this connection we will insert page 39 
of the justifications in the record, from which it appears that you are 
asking for an increase of $950,000 over 1951. 
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(The matter referred to is as follows :) 


SALARIES AND EXPENSES, DIVISION oF DISBURSEMENT 


Analysis of appropriation base for fiscal year 1952 


Regular appropriation, 1951 act $10, 750, 000 
Supplemental appropriation for 1951 300, 000 


Total appropriation, 1951 11, 050, 000 
Reductions: 
1. Processing payments and collections $106, 526 
2. Issuance of savings bonds__.-_----__--_____- 1, 474 


Additions: (1) Processing payments and collections__ 454, 000 


Adjustment in base (net) 


Appropriation base for 1952 
Appropriation estimate for 1952 
Increase over appropriation base for 1952 
Increase or decrease from total appropriation, 1951 


Comparison of appropriation base with appropriation estimate for 1952 





Appropriation base | Appropriation esti- 
for 1952 mate for 1952 Increase or decrease 


Activity 





Average 


Average 
positions 


Average 
positions 


Amount Amount positions Amount 





1. Processing payments and collections- 3,011 |$11, 117, 086 3,181 |$11, 721, 086 
2. Issuance of savings bonds &6 278, 914 86 278, 914 





Increase over appropriation base- ‘ 11, 396, 000 
Adjustment in base (net) —346, 000 





Total, appropriation 1951 and 
appropriation estimate 1952--_- . 11, 050, 000 























GENERAL STATEMENT 


Mr. Gary. Mr. Banning, do you have a general statement which you 
would like to make? 

Mr. Bannina. I have, sir. 

Mr. Gary. We shall be very glad to hear from you at this time. 


I. FUNCTIONS AND ORGANIZATION 


Mr. Bannine. The Division of Disbursement disburses appro- 
priated, trust, and special funds for civilian agencies of the Govern- 
ment. It also exercises certain related functions, the more important 
of which include receiving and depositing collections, handling claims 
of payees for reissuance of lost checks, and issuing savings bonds under 
the Federal payroll-allotment plan. These services are performed ina 
Washington office and in 26 regional offices located in the financial 
centers of the United States, the Territories, and the Philippine 
Islands. In all offices the disbursing and collecting procedures fol- 
lowed and the types of equipment used are virtually uniform. Em- 
ployees who handle cash, currency, and securities are bonded for 
faithful performance of duty. A production and cost-accounting 
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system is kept to determine the unit cost for each operation performed 
in writing checks, making collections, or issuing bonds. The records 
show the expenditure for direct labor, supervision, supplies consumed, 
and overhead for each type of work—that is, addressograph periodic 
payments, addressograph salary payments, typed schedule payments, 
transfer facsimile checks, miscellaneous typed checks, cash payments, 
handling of collections, and issuance of United States savings bonds. 
In presenting the appropriation estimates for the Division our prac- 
tice has been to touch briefly on the expenditures for the last completed 
year, the anticipated expenditures for the current year, and the esti- 
mated appropriation for the ensuing year. 


II. APPROPRIATION FOR FISCAL YEAR 1950 


In the past fiscal year, 1950, the Division had an appropriation 
of $11,467,900, and in addition received $662,271 as reimbursement 
from the two transfer agencies served, making the total available 
$12,130,171. In that year the Division handled, exclusive of the 
dividend on national service life insurance, a total of 183,366,552 items 
at a cost of $11,475,595, making the average unit cost $0.06258281, 
or almost exactly 6% cents. In the NSLI dividend program the Divi- 
sion, with closest cooperation of the Veterans’ Administration, and 
by making use of specialized equipment, including facsimile transfer 
posting machines, microfilm cameras, electrical reproducing and 
tabulating equipment, signing, inserting and sealing machines and so 
forth, was able to issue 14,731,388 checks at an exceptionally low cost. 
In that program the Division experienced ideal conditions. An enor- 
mous volume of transactions was processed, always in one production 
line and with an even flow of incoming work every day resulting in a 
saving of $158,442. Incidentally during the same fiscal year the 
Division also processed 3,000,000 items more than was originally 
calculated, and at the same time absorbed the cost of salary increases 
due to Public Law 429, Eighty-first Congress. 

Mr. Chairman, I have here a comparative statement which shows 
from 1945 through 1950 the number of transactions classified as to 
payments, collections, and savings bonds. The statement also shows 
the expenditures and average unit cost each year. Subject to your 
approval, I should like to have the statement inserted in the record. 


Statement showing payments, collections, savings bonds, cost and unit cost 


























. . | Number of 
- e- Number of | Number of | * Average 
Fiscal year payments | collections | S@V™es Total Cost unit cost 
| bonds 
i] 
1045, actual. ...........- | 81,845,548 | 8, 657, 132 4, 554, 624 95, 057, 304 $6, 018, 750 $0. 04332 
1946, actual. _.........-. 134, 541,597 | 8,051,334 4, 137, 313 146, 730, 244 8, 520, 933 , 05807 
1947, actual. __..........] 160, 637, 192 | | 2,970, 901 172, 488, 422 11, 002, 370 . 0879 
1948, actual. _.........-- 162, 485, 273 | | 2, 257, 138 171, 555, 651 10, 034, 622 . 05849 
1949, actual._...........| 175, 735, 576 | 8 | 2,402, 927 183, 925, 581 11, 215, 534 . 06088 
1960, actual. ...........- 189, 736, 578 | | 2, 485, 644 198, 097, 940 11, 955, 053 . 09035 
1951, estimated_........- | 178, 445, 500 | 2,500,000 184, 724, 400 11, 610, 649 | . 06218 
1952, estimated _._......- 194, 020, 500 | 2, 500,000 | 202, 351, 500 12, 614, 543 | . 06234 
i 1 ! ' 





III, APPROPRIATION FOR THE FISCAL YEAR 1951 


For the current year 1951, the Division has an annual appropriation 
of $10,750,000 and a supplemental appropriation of $300,000 provided 
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for the increased work under the recent Social Security Amendments 
and for the second dividend on national service life insurance, thus 
making a total of $11,050,000. In addition the Division expects to 
receive $560,649 as reimbursement from the two transfer agencies 
serviced, making the fund available for the year $11,610,649. This 
year according to advices received from the various administrative 
agencies served, the Division will process 186,724,400 items at an 
average cost of little less than 614 cents per item. The present trend 
of the incoming volume of work, however, indicates that the number 
of payments, as projected by some of the agencies may exceed the 
volume they have anticipated. If the prewar period in 1941 can be 
used as a criterion, the expansion for certain activities relating to 
national defense may increase the number of payments to be made, 
New agencies include Selective Service System, Economic Stabiliza- 
tion Agency, National Production Authority, Subversive Activities 
Control Board, Federal Civil Defense Administration, Technical 
Cooperation Administration, Defense Transport Administration, 
Office of Manpower, and several agencies in the Department of In- 
terior. I should like to point out, however, that we are using the 
estimates previously reported by the agencies themselves, which is 
186,724,400 items, and have not considered this year the possible load 
of the new agencies. 


IV. APPROPRIATION ESTIMATES FOR 1952 


The initial estimates submitted by the administrative agencies for 
1952 indicate that the Division will be called to process 202,000,000 
items, which is 14,706,100 more than in 1951. For this work, the 
Division has requested an appropriation of $12,000,000, together with 
authority to receive reimbursement of $614,543 from the transfer 
agencies serviced, making a total of $12,614,543. The projected aver- 
age unit cost per item is $.06233976, or about 614 cents. The difference 
in the amount of the appropriation between 1951 and 1952 is made u 
mainly of the increased work volume, and the cost of blank chee 
stock to be used, which expense was formerly paid from an appropria- 
tion to the Bureau of Engraving and Printing. 

Mr. Chairman, I have here a statement summarizing the increases 
and decreases between 1951 and 1952, which I believe will give a 
concise picture of the changes: 


























Increase 1952 over 1951 
Reasons for increase 
Items Cost 
Additional workload: ; 
Processing payments and collections: 
ED II is nk « 56D han cena eas obuibensuewedeucds —3, 761, 200 | —$259, 421 
Neila Grviaeme. .- wu ssn wo hin shal op ere etait ieee Seah casts ar tgsoi 6, 235, 700 273, 800 
Social Security Administration. _............-...22..222 5222 easeee- 11, 983, 300 583, 069 
COCINEP SERIITATRIS UR OCI OS OOOIOE ooo ain oo cee nc nn cdcn<ccdounanwedéeencece 248, 300 6, 552 
ce EA SIRE PRIS Poy ay mane Cee ce Stee See OPS Ee mee 14, 706, 100 604, 000 
Purchase of blank checks (heretofore furnished from appropriations of | 
Bureau of Engraving and Printing) _..............--..-2-..---2.---.-- Sé5s lbiowe eles 454, 000 
AORN isos os eee ieee ee en oe |} 14,706,100 | — 1, 058, 000 
Elimination of charges for space (including rental, maintenance, and inci- | 
eS PEER E NE LEST TR IP DE ERIE ANE EE Boh ec Re Ae IE pee a TOURER wean | —108,000 
A Oe a te J suchwnd Gaien mmaneen sem bcsuae oat A | 14, 706, 100 | 950, 000 
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Prior to presenting its appropriation estimates each year the Divi- 
sion analyzes the latest unit costs to ascertain any increase or decrease 
in the rate of expenditures for personal services or other obligations. 
In the case of arian, except for the periodic Ramspeck promotions, 
no increase is pending and any future adjustment is problematical. 
In the case of supplies and materials, however, the situation is differ- 
ent. There has been a marked increase in prices. As original 1952 
estimates were filed with the Bureau of the Budget on September 
15, 1950, they were necessarily based on the unit costs prevailing for 
the fiscal year just ended, June 30, 1950. Because of prior contract 
prices the situation is not so serious for the fiscal year 1951, but we 
will meet the full impact of it in the fiscal year 1952. For instance, 
prices on paper articles such as envelopes, listing paper, check copies, 
and various accounting forms are steadily mounting. So are metal 
articles. Thus far the market has shown no sign of leveling off. To 
illustrate, the Division will use 195,000,000 envelopes next year. For 
the fiscal year 1950, the average cost of envelo was $2.35 vd 
thousand. The latest contract made by the post office—and it applies 
only for part of the fiscal year 1951—calls for $3.52 per thousand. 
The additional expenditure that will be entailed on this one item 
amounts to $229,125. Paper forms 814 by 7 inches have increased 
from $2.23 per thousand to $3.61, entailing a future additional ex- 
penditure of $24,886; addressing-machine plates from $2.40 to $2.92 
per thousand, entailing an expenditure of $8,064. A long list of 
other items could be mentioned—in fact the upward trend applies to 
almost all supplies. It is difficult to foretell exactly what the situa- 
tion will be in 1952. On the basis of current prices the increased 
cost next year on supplies and materials alone will amount to 
$330,304. 

As a partial offset to the foregoing amount there will be a decrease 
in volume of work for one agency. Letter of January 3, 1951, 
from the budget officer of the Veterans’ Administration states: 

Due to a considerable downward revision in the training workload for Public 
Law 346 and Public Law 16 since the submission of the original check certifi- 
cations estimate the anticipated number of payments to be processed is reduced 
to 67,500,000 from 71,195,200. * * * The fiscal year 1952 workload covering 
national service life insurance (premium refunds) is expected to reach 9,000,000 
payments instead of 8,700,000 previously submitted. 

This latest report from the Veterans’ Administration reflects a 
reduction of 3.395.200 items. The decrease in volume will be offset 
partly by the additional work for some 14 new defense agencies aggre- 
gating 2,005,100 items. The combined effect of the reduction for the 
Veterans’ Administration payments offset by the additional pay- 
ments for the new agencies amounts to $64,896. Deducting this latter 
amount of $64,896 from the $330,304 for increased prices for supplies 
reflects a net additional cost of $265.408 to the Division of Disburse- 
ment in 1952. I have a statement here showing the quantity and 
prices of the principal types of supplies used and the effect of the 
increase. The statement also shows the partially offsetting decrease 
in work and the net effect of $265,408. 
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Increased cost of supplies not included in appropriation estimates for fiscal year 1952 





| | 





























| a 
| Average ‘ — up SS 
Fiscal year| unit Unit | Percent- | Tee canbe: Cost of sup- | requested 
Item 1952 rée- | cost cost | ageof | oe nim plies if based if supplies 
quirements) fiscal Jan. 1, | increase Pon ne tes | OM Present | are pur- 
estimated | year 1951 | in cost anys prices | chased at 
1950 1980 prices | December 
| 1950 prices | 1950 prices 
| } | 
Envelopes tule areata Me 1195, 000, 000 $2:35 | $3.52 50 | $458,250 | $687,375.00 | $229, 125.00 
Listing paper (sheet)___| 18, 000, 000 2.233); 3.61 62 | 40, 140 | 65, 026.80 | 24, 886. 80 
Addressograph mong 16, 000, 000 2.40; 2.92 21 38, 400 | 46, 464.00 | 8, 064. 00 
Addressograph frames 2, 450, 000 24.54 | 26. 50 8 | 60, 123 | 64, 932. 84 | 4, 809. 84 
Microfilm (volts) a) 18,208 | 2.45 | 2.695 10} 44,610 | 49,071.00 | 4, 461. 00 
iscellaneous address- | 
ograph supplies: Car- | | 
bon paper, ribbons, | | | | 
paper, ete. ...........| (!) | (‘) (4) 25 | 111,477 | 139, 346.25 27, 869. 25 
Miscellaneous office | 
supplies... oe) a (!) 25 | 98,000 | 122,500.00} 24, 500. 00 
Repair parts........_.. | () | «) () | 25 | 26, 354 32, 942. 50 6, 588. 50 
| LIE LG: SONG ere Mannie a eS ge 8” 





Decreased work volume 





| Work 











| 
| 
volume Cost 
| | 
Decreased work volume (Veterans’ Administration). ..........._- |—3, 395, 200 | —$227, 039. 00 
Increased work volume (defense agencies)_.._.________._________- |+-2, 005, 100 +162, 143.00 
| 
PuOE GOCPORIOE. 5... nui nnennncsss wis Siplaickicalabesk wats ashi a nwa |—1, 390, 100 | —64, 896. 00 —fi4, 896. 00 





Net increase cost not included in estimate for fiscal year 1952 | cteiaadinnips ania RN (ts O | 265, 408. 39 





1 Various quantities, 


Mr. Chairman, I suppose that you have had this same problem 
presented by other agencies, and have formulated your policy with 
respect to the increase in prices. In view of the fact, however, that 
the Division of Disbursement is a processing agency using a some- 
what larger quantity of supplies than most Government agencies I 
thought it advisable to bring the situation to your attention. 


V. INCREASE IN PRODUCTION 


Writing checks, preparing certificates of deposit, and issuing sav- 
ings bonds are mechanized operations. The Division is continually 
striving to increase production by extension of labor-saving devices 
and streamlining of procedures. A simple way to test the trend from 
year to year is to compute the average number of production items 
handled by each employee, taking into consideration all employees, 
whetner operative, supervisory or administrative, and then dividing 
the total number of all employees into the total number of units proc- 
essed. The calculation is rough, of course, and it may be affected 
by various collateral factors such as trends in activities, shifting of 
volumes of work, changes in the nature and the flow of incoming 
work, and so forth, but in general the computation points the direction 
that production is moving. In 1945, the work handled per employee 
averaged 39,000 production items a year. Through the succeeding 

ears, by introducing improved methods the average was raised. 

Yext year we expect to attain 59,000 units per employee. 
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Mr. Chairman, I have a table here which shows for each year from 
1945 through 1950 the number of items processed, the cost of salaries, 
the number of employees, the average annual salary, and the average 
production per employee. The table also contains the same informa- 
tion on an estimated basis for fiscal years 1951 and 1952. 


























| | 

| Number of 
Fiscal year Number of Cost of | Number of a items per 

items personnel | employees employee ( saree. ) 
1945 actual 95,057,217 | $5,051,217} 2,390 2,114 39 
1946 actual. __ 146, 730, 244 6, 905, 149 | 3, 149 2, 193 * 46 
1947 actual 172, 488, 422 8, 699, 070 3, 735 2, 327 46 
1948 actual 171, 555, 651 8, 159, 083 3, 449 2, 366 49 
1949 actual 183, 925, 581 | 9, 275, 989 3, 387 2, 739 54 
ER dhiwhobtebwubeel 198,097,940 | 9,855,873 3, 388 2, 909 58 
EE SS aes eee | 186,724,400 | 9, 586,448 | 3, 245 2, 954 58 
1952 estimated...............------------ 202, 351, 500 | 10, 094, 180 3, 430 2, 943 59 





Several interesting facts may be noted from the table. For instance, 
the average salary per employee, and most of our employees are in 
the lower grades 2 and 3, rose from $2,114 in 1945 to $2,943 in 1952, an 
increase of about 40 percent. The last column of the statement shows 
the number of production units per employee, 39,000 production units 
in 1945; 46,000 in 1946 and 1947; 49,000 in 1948; 54,000 in 1949; 58,000 
in 1950 and 1951; and 59,000 in 1952. During the past 6 years the 
increase has been more than 50 percent. These results have been 
attributable primarily to four factors: Employee selection and train- 
ing, production planning and scheduling, streamlining of procedure, 
and improvement in equipment. In view of the greater production 
per employee, notwithstanding the substantial increase in the salary 
rate, the average cost per check has decreased during the past 6 years. 


VI. IMPROVEMENTS 


Durmg the past year the Division furthered the implementation of 
production-line methods. Highly encouraging results were obtained 
from the dividend program on national service life insurance. If 
nothing else, we showed what could be done with a large volume of 
one class of payments and an even flow of work. All the foregoing 
factors, advance program planning, employee training, continuous 
production control, job specialization, and improved equipment— 
were all brought in to play in the program, resulting in the lowest 
unit cost ever attained by the Division. On other activities, we also 
hope to obtain greater production, but none of these offer the oppor- 
tunity the special dividend program did because of lack of concen- 
trated volume and less regular flow of work. 

One of the projects now in progress is the installation of a new 
labor-saving addressing machine to reduce the manual effort required 
in punching card aie and listing and adding of checks for such 
payments. This equipment, which was first tried out in Washington, 
will next be installed in Chicago and Philadelphia. Extension of 
facsimile transfer posting in preparing the one-time type of check 
has also helped the Division to hold the line on costs. Under this 
method the name, address of the payee, and other data on a pay list 
are transferred, by means of a carbon deposit placed on the reverse 
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side of the pay list, to the face of the check—thus eliminating the 
possibility of clerical error as well as minimizing the work of typing 
and proofreading names. It is these improvements that have been 
keeping the unit cost down to the 1945 level. 


DISBURSEMENTS UNDER NSLI 


Mr. Gary. Mr. Banning, when are you going to start disbursement 
of the new veterans’ dividends? 

Mr. Bannrne. It is anticipated that we will start approximately 
April 1, 1951, for the second dividend. 

Mr. Gary. Do you have those costs estimated in here? 

Mr. Bannina. No, sir. The cost for the work to be performed 
during the fiscal year 1951 was covered in a supplemental appropri- 
ation which we received. The continuing aspect of the dividend in 
the fiscal year 1952 is included in our 1952 estimates. 

Mr. Gary. You have that item included in your request for 1952? 

Mr. Bannrna. Yes, sir. 


REPORT OF HOUSE CIVIL SERVICE SUBCOMMITTEE ON OVERSTAFFING 


Mr. Gary. Mr. Banning, I believe the Civil Service Subcommittee 
on Overstaffing reported that substantial reductions could be made 
in your force. Do you agree with that finding? 

Mr. Bannrne. I do not, sir. 

Mr. Gary. The Secretary sent the chairman of this committee a 
letter dealing with that report and attached to the letter was a state- 
ment concerning the Division of Disbursement. That will be included 
in the record. If you would like to make any additional statement at 
this time, we shall be glad to hear from you. 

Mr. Banntne. While I assume that the investigators conscientiously 
approached their assignment with a sincere desire to reduce expenses, 
nevertheless I feel that the time they gave to the survey was utterly 
insufficient for an organization of 27 offices with over 3,000 employees. 
All told they spent 1 day in the Division of Disbursement mostly con- 
sumed in gathering written material. They did not discuss the man- 
power they thou ht necessary for any function, operation, or task. 
Their combined findings and conclusions in the printed report are 
exceedingly brief, covering less than one-half page. 

The investigators are not present this morning for interrogating, 
but I have their report, which contains only three paragraphs and 
which, subject to your approval, I should like to read: 

It is difficult to reconcile the present position of the Division of Disbursement 
in the Bureau of Accounts. Organizationally, it could be given bureau status and 
made responsible only to the Fiscal Asistant Secretary, or it could operate as 
the Cashier’s Division of the Treasurer’s Office. The semi-independent status of 
this Division requires the keeping of accounts which are not necessary to reason- 
able security. 

If the present accountable warrant procedure could be replaced by the dis- 
bursing of money directly from the Treasurer’s general fund, the disbursing 
officer could not in fact become the cashier for the Treasurer and be covered 
under the same accountability and bond. This would eliminate disbursal ac- 
counts and save thousands of man-hours of unnecessary and duplicating work. 

More thought should be given to the suggested system of certified vouchers 
which could be paid directly by the Federal Reserve Bank System. This would 
eliminate the use of the checks in the payment of nonrecurring obligations. The 
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refinement and adoption of this plan would eliminate at least half of the work 
of the disbursing officers. 

As to the relative position of the Division in the Treasury, whether 
bureau, division, or other unit, that decision must be made by higher 
authority than I. For 15 years the Division has operated satisfac- 
torily as an integral unit in the Bureau of Accounts. What progress 
has been made is due in no small measure to the outstanding direction 
of former Commissioner of Accounts, E. F. Bartelt, now Fiscal As- 
sistant Secretary, and to the present Commissioner, R. W. Maxwell. 
Through their wise direction, in matters relating to administration, 
personnel, budgeting, reporting, and so forth, it has been possible 
to attain the closest integration of work among the several divisions 
in the Bureau. This team work built up over the years has produced 
a progressive organization. No one can demonstrate beyond perad- 
venture that this or that division belongs only here or only there. 
In my humble opinion the smooth functioning of the Division is in no 
small measure due to its present position in the Bureau of Accounts. 
Change may not always produce improvement. So much for the 
organizational status of the Division of Disbursement. Wherever 
it is I will try to do my job to the best of my ability. 

Only two suggestions relating to manpower are contained in their 
report: (1) That the accounting system be simplified with an esti- 
mated savings of 821 employees; and (2) that consideration be given 
to having certified vouchers on nonrecurring obligations paid by the 
Federal Reserve Bank System with an estimated savings of more 
than one-half of the work in the Division. 

As to the suggestion for simplifying the accounting with an esti- 
mated savings of 821 employees, the Division in Washington and the 
field had only 304 positions in 1950, and of these it used only 299 man- 
years on accounting work. The names, grades, and salaries of the 
accounting employees taken from the personnel records are contained 
in this list, which I am furnishing for reference to your committee, not 
necessarily for inclusion in the record unless you so desire. 

Mr. Fernanpez. ‘Their recommendation would wipe out the account- 
ing force; would it not? 

Mr. Banninc. The saving claimed is more than double the entire 
accounting force, both in Washington and in the field. 

Why do we need the 299 employees? Under present statutory re- 
quirements the Division must maintain 34,045 detailed appropriation, 
trust, and other accounts. Last year to these accounts were posted 
648,958 receipt schedules, 2,216,376 payment schedules, and 526,107 
transfer schedules. About the same number will be handled this year. 
I would like to see the number of accounts kept by disbursing officers 
reduced—in fact to one account for each officer. But it cannot be done 
overnight. Our accounting must conform to the existing laws. 

Funds must be advanced to the disbursing officers by appropria- 
tions—United States Code, title 31, section 529. No disbursing officer 
may pay any claim unless he has sufficient funds in the proper appro- 
priation account—United States Code, title 31, section 82c. By law 
the Comptroller General prescribes the forms and systems of the fund 
and appropriation accounts—United States Code, title 31, secticn 49. 
The present regulations make it mandatory for each disbursing officer 
in the Division of Disbursement to maintain disbursing accounts by 
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appropriations. Any doubt on this score for the time being, was set- 
tled in letter B-45109 of September 29, 1949, from the Comptroller 
General, in which he informed the Secretary of the Treasury a— 
disbursing officer could not legally issue checks in an amount exceeding the 
amount advanced to him under each appropriation. 

The law as stated by the Comptroller General in 1949 is the law in effect 
today, except as it may be modified by the Accounting and Procedures 
Act of 1950. As the situation now stands, appropriation accounts in 
their present detailed form are kept by disbursing officers in the Divi- 
sion of Disbursement. I have here a table, titled “Statement of Ac- 
counts, Posting Media, Transaction Items and Dollar Value of Trans- 
actions,’ which shows for the central and each regional office the num- 
ber of accounts kept, the number of entries posted, the number of 
vouchers handled, number of checks issued, and number of collections 
for the year 1950. As the table is voluminous, I am submitting it 
merely for reference information of the committee, not necessarily for 
inclusion in the printed record, unless you so desire. The current 
recording of day-to-day business for protection of the United States 
is vital to good fiscal administration. With the 200,000,000 transaction 
items involving $28,000,000,000 in disbursements and $8,000,000,000 in 
collections, the present function of accounting requires a force of 299 
employees. If and when the appropriation accounts are streamlined, 
the Division of Disbursement will immediately reduce its accounting 
personnel to give full effect to such improvement. 

I would be the last to say that our accounting could not be improved. 
No system, even though required by law, should be considered un- 
touchable. Recently the General Accounting Office, the Bureau of 
the Budget, and the Treasury Department, pursuant to the Account- 
ing and Procedures Act of 1950, began working to improve the ac- 
counting system of the various agencies which we serve. Their move- 
ment contemplates strengthening the accounts in some 2,500 offices 
all over the country, which maintain the counterpart of the 34,045 
accounts which we keep. As the agency: Haneoyement program ulti- 
mately crystallizes into reality, which I feel sure that it will, the 
accounts of the Division of Disbursement may be streamlined into 
what I hope will not exceed 1 account for each of the 1,200 accountable 
disbursing officers and agent cashiers. 

I should like to point out, however, that even when this improve- 
ment takes place, possibly from 1 to 2 years in the future, a substantial 
part of the present accounting force will be required to enter the 
200,000,000 transactions distributed among the 1,200 accountable 
oflicers, even though each officer has only 1 account. I can assure you 
that when the appropriation accounts are streamlined, the Division 
of Disbursement will start immediately, and progressively reduce ac- 
counting personnel to give full effect to any consummated improve- 
ment in the accounts. 

Mr. Maxwell spoke of one of the suggestions relating to accountable 
warrants the investigators incorporated for the Division of Book- 
keeping and Warrants which would affect the work of the Division of 
+ el 

Taken literally, the recommendation of the investigators for the 
transfer of the available funds under all appropriations equal to the 
quarterly apportionment would actually result in a saving of about 














108 


18,000 entries a year. In relation to the 3,391,000 items posted to our 
accounts, this is a small savings. From a work-performance stand- 
— the reduction would be but six-tenths of 1 percent of the num- 

r of transactions posted to the accounts. If adopted—and I think 
it should be—the recommendation would save not many thousands 
of hours as claimed by the investigators, but the equivalent of six- 
tenths of 1 percent of the 304 employees, or less than 2 employees. 

The second recommendation of the investigators, I must confess, is 
a little difficult to understand, namely that consideration be given to 
having certified vouchers on nonrecurring obligations settled by the 
Federal Reserve Bank System, without the use of checks. You will 
note that the payments are to be accomplished without the drawing of 
checks. A similar plan was rejected by the War Department 5 years 
ago. 

‘i 1945, the Army finance officers were swamped with vouchers, with 
suppliers clamoring for payment. An ad hoc committee was ap- 
pointed, and the officers designated on the task force were told to come 
up with a solution. As stated to me by one of those officers, “des- 
perate circumstances often call for extreme measures.” The officers 
came up with a plan by which the supplier would take a properly 
certified voucher to any of the national depositaries and get payment. 
The committee, after looking over the plan rejected it in toto. That 
was the story of the inception, or the origin of this idea. 

The investigators greatly overestimated the number of nonrecur- 
ring obligations. More than 96 percent of our work is on recurring 
payments—pensions, social security, salaries, and so forth. Less than 
4 percent, or about 8,000,000 checks, are issued on nonrecurring obli- 
gations. To write this latter number of checks requires the equivalent 
of 275 employees. I can assure you that this 8 percent of our employ- 
ees does not perform one-half of the work as was implied by the in- 
vestigators. 

The modus operandi of the method proposed by the investigators 
for settlement of nonrecurring obligations is rather obscure. No ex- 
planation is given as to how the need for writing checks could be 
eliminated. Conceivably it could be done by interbank credit notices, 
but the Federal Reserve banks do no have accounts with individuals. 
Attempts to settle obligations without checks would cause endless con- 
fusion in the commercial world. The check is the common instrument 
used for this purpose. Various protection devices have been added 
to writing card checks. The use of a voucher, invoice, or other piece 
of paper in lieu of the check would greatly facilitate fraud. Neither 
the Government nor any private concern can combine on one instru- 
ment, one piece of paper, the function of making a claim and the func- 
tion of making the payment, any more than you or 1 can OK a 
monthly bill from Woodward & Lothrop, and then say to the com- 
pany : “You take this bill around to the bank for payment.” 

In the end somewhere along the line a check will have to be issued. 
If the Federal Reserve banks are to prepare these checks, the change 
of the drawer would merely mean the transfer of the function from 
one organization to another. Such action would entail extra addi- 
tional expense because of the duplication of administration, super- 
visory, and executive personnel, to say nothing of the lessening of the 
opportunity for specialization on tasks which reduces our cost. In 
the end a far greater cost would have to be paid by the Government. 
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When you take a voucher such as this one, which I hold in my hand, 
it obviously would be a difficult matter to verify it by a cashier of a 
Federal Reserve bank. For example, you will note that this voucher 
is marked up pretty much. That isnot uncommon. Since the voucher 
is with the Government continuously it is acceptable practice. But 
would it be acceptable if this voucher were released by the Govern- 
ment to the supplier and he were told to take it to a Federal Reserve 
bank? Just how would the Federal Reserve bank, for example, with- 
out the maintenance of elaborate signature card records know that 
the voucher was authentic? 

Mr. Gary. Why did you not tell the investigators that when they 
came to see you? 

Mr. Bannina. The recommendation was not made to us, before the 
submission of their report. They discussed no function, operation, or 
manpower with us. The first knowledge that I had of it was in their 


report. 

Mtr. SreminskI. May I ask a question for information, Mr. 
Chairman? 

Mr. Gary. Surely. 

Mr. S1emrnskt. I am quite impressed with the way the newspaper 
wire services use teletype. Is it possible to use the teletype system 
from a central headquarters to your disbursing agencies for the pur- 
pose of this payment? 

Mr. Bannina. It is conceivable that that could be done. 

Mr. Gary. Proceed. 

Mr. Bannine. Mr. Chairman, on the various occasions I have ap- 
peared before your committee I have always tried to present a true 
account of the past year’s operations—good or bad. Responsible 
stewardship requires no less. Oftimes I have fumbled in attempts to 
give correct answers to your questions, but I have never concealed 
any pertinent fact known to me that might affect the appropriation 
estimate. Nor have I ever tried to dodge any issue. 

Necessary manpower is of vital importance to the Division of Dis- 

bursement. We are in a position different from many other Govern- 
ment organizations. We are a service agency. We must make pay- 
ment on all vouchers submitted, provided that agency has sufficient 
funds in its accounts. Every month, always on given due dates, we 
must issue 12 to 14 million checks. We know what force is required for 
this work. In the spring the number increases up to 26,000,000 because 
of income tax refund checks. To meet this additional work we increase 
the force with temporary employees for 2 to3 months. Prompt receipt 
of the checks by payees is essential in the American economy. We 
cannot defer or suspend projects. Even a week’s delay in making 
pores on salaries, pensions, retirement, et cetra, would produce 
iardship, and chaos, to say nothing of prejudicing the credit of the 
United States. The investigators have treated a weighty matter, very 
lightly. I say to you, neither one of the recommendations made by 
the investigators has merit. 


EFFECT OF INCREASED WORK WEEK 


Mr. Gary. What would be the effect of the Government installing a 
44-hour or 48-hour week, to be paid at straight time, on your Depart- 
ment ¢ 
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Mr. Banntnc. I thing that would enable us to reduce our personnel 
somewhat. I do not believe it would effect any savings in cost since 
the employees would be on a straight-time basis. 

Mr. Fernanvez. You do not mean they would be paid straight time? 

Mr. Bannine. I assumed in the question that they would be paid 
for 48 hours of work‘at the present rate per hour. Now they are work- 
ing 40 hours. I believe that was the chairman’s question. 

Mr. Gary. Yes; in other words, no time and a half. 

Mr. Bannrna. I would like to point out one other aspect, without ap- 
pearing to belabor the point. 

We maintain production records showing the volume handled. We 
operate a standard system of cost accounts which shows the unit cost 
per item, not only in the aggregate, but by activities, and thereunder 
by tasks. When we come before you on appropriation hearings, we 
do not guess; we know the amount that will be required for direct 
labor, indirect labor, and overhead. Moreover, we have established 
quantitative standards of production for individual tasks. Here is 
a statement of performance standards—standards for some 80 or 
more distinct classifications. For example, each worker has a definite 
number of units to produce each day. A clerk typing tax refund checks 
will write 1,050 checks; a key punch operator should punch 7,000 
checks; a proofreader 2,325 Rp and a signing-machine operator, 
30,100 checks, and so on. 

I think you will find that our task requirements compare favorably 
with those in industry. 





LANGUAGE CHANGES 


Mr. Gary. Will you explain the language changes that you have? 

Mr. Bannrne. Our appropriation language has been greatly sim- 
plified. Public Law 830 of the Eighty-first Congress approved Sep- 
tember 23, 1950, section 6(a) and section 7(b) repeals prior legis- 
lation which required specific authority for printing and binding 
and personal services in the District of Columbia. Therefore, the 
words “including personal services in the District of Columbia” and 
“printing and binding” have been deleted from the appropriation 
language. 

Public Law 688, Eighty-first Congress, approved August 14, 1950, 
authorizes the Division of Disbursement to receive reimbursements 
from Government agencies and corporations for disbursing and col- 
lecting functions performed for agencies and corporations where ap- 
propriations have not been made to the Division for that purpose. 
It therefore appears unnecessary to continue the specific language 
for such transfers or advances in the appropriation language. I believe 
the change is made on the recommendation of the Bureau of the 
Budget. 

Mr. Canrrecp. Mr. Banning, you prepared your estimates, of course, 
prior to this study by the Stafling Committee of the House ? 

Mr. Bannine. Yes, sir. 

Mr. Canrietp. Having reviewed the findings of this committee, 
would you say that you have found nothing therein that would cause 
you to change your requests in any way ? 

Mr. Banninc. With the one exception which I mentioned, I will 
say that I found nothing in the report of the investigators to change 
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our estimates. The one exception is that minor recommendation made 
by the investigators in connection with the appropriation warrants of 
the Bureau of Accounts which will result in the saving of approxi- 
mately two employees. 


WORK VOLUME 


Mr. Canrtevp. Mr. Banning, you testified that your services are 
performed in the Washington office and in 26 regional offices located 
in the financial centers of the United States, the Territories and the 
Philippine Islands. What is the function of that latter office? 

Mr. Bannine. The office of the Division of Disbursement in the 
Philippine Islands makes payments to the veterans who reside in the 
Philippines. During the past year the office conducted a very sub- 
stantial part of its business in relation to the Philippine War Damage 
Commission. That latter work is now growing somewhat less, al- 
though the veterans’ work is staying steady. 

Mr. CanrreLp. I note that under the list of items described on page 

‘1 of your justification and projected for 1952, there are no items for 
this Commission. 

Mr. Bannine. That is right. 

Mr. Canriecp. And no items for the Office of the Housing 
Ixpediter. 

Mr. Bannina. Quite frequently, where the volume is small, as it 
was in the case of the Housing Expediter, the item will be dropped 
as an individual item and taken up under “Other agencies.” Ap- 
parently, when these estimates were received from the administrative 
agencies, the expansion had not been taken into consideration. I men- 
tioned that condition in my statement. It is very likely under present 
conditions that the work of the Housing Expediter may be 
reestablished. 

Mr. Canrievp. It is also interesting to note in this comparison, esti- 
mated for 1951 and estimated for 1952, that the only falling off in 
number of items is in the Executive Office of the President and the 
General Accounting Office. 

Mr. Bannine. Yes. 

Mr. CanFretp. Do you know the reasons therefor? 

Mr. Bannina. I understood that the Comptroller General adopted 
a program of reducing the personnel of his office, possibly in relation 
to the decreased volume of work. It might conceivably happen that 
the number of items for payment we will receive from the General 
Accounting Office will increase because of the war. We always use the 
estimates submitted by the agency unless we have reason to challenge 
them. In such case we or dinarily take the matter up with the agency 
and try to obtain a firm figure. 

Mr. Canrretp. The Comptroller has advised Members of Congress 
and has also made a public statement concerning the economies that 
he was going to put into effect. How about the Executive Office of the 
President? Do you know of any reason for that falling off ? 

Mr. BanninG. The reduction in the case of the Executive Office of 
the President represented a decrease from 193,400 to 160,410. My 
budget officer tells me that he did not inquire as to the decrease. 

Mr. Canrievp. That is all. 
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DEPRECIATION AND OBSOLESCENCE OF EQUIPMENT 


Mr. James. In your statement, Mr. Banning, you refer to a cost 
accounting system which is kept to determine the unit cost for each 
operation performed in writing checks, and so forth. You state that 
the records show the expenditures for direct labor, supervision, sup- 
plies consumed, and overhead for each type of work. Then you refer to 
addressograph periodic payments, addressograph salary payments, 
and so forth. 

Of course, you necessarily have a pretty big plant of mechanical 
equipment ? 

Mr. Bannino. Quite so. 

Mr. James. Does your cost system take into consideration the de- 
preciation and obsolescence of plant? ; 

Mr. Banninc. We cannot fund depreciation, but we take into con- 
sideration in our costs in lieu thereof the amount that we expend on 
new equipment. We consider that replacement as equal to the depre- 
ciation sustained. 

Mr. James. That would not be pro rated over the current operations; 
would it? 

Mr. Banntinc. Yes, sir; you mean the amount of the equipment ? 

Mr. James. Yes, or an amount equal to the obsolescence or deprecia- 
tion in your plant. 

Mr. Banninc. We included in our estimates about $275,000 this 
year, and that expenditure will fairly well measure the amount of 
depreciation and obsolescence in our equipment. That cost of equip- 
ment is taken up into our cost accounts, and is reflected as part of the 
expense. 

Mr. James. It is reflected in this item of 0.06234? 

Mr. Bannina. That is right. 

Mr. James. And you think that the amounts that you get annually 
might be substantially equal to what a carefully kept cost of deprecia- 
tion would amount to each year? 

Mr. Banninc. I think, Mr. James, that that fairly well measures up 
to the amount of depreciation and obsolescence. As you are aware, 
obsolescence is a very much more tricky factor than depreciation. 

Mr. James. And more important. 

Mr. Bannine. Yes, it isa more important factor. Your committee 
has been very good to us in the past 5 years. It gave us allowances 
for additional equipment. I want to say that it has paid off big. The 
mechanization of our offices during the past 5 years has in no small 
measure contributed to the fact that we have kept the unit cost down. 
The use of a high-speed machine, if it is justified by volume, will 
produce a lower cost, just the same as it does on a production line. 


You can produce a cheaper automobile in a modern plant than you 
can in a blacksmith’s shop. 


Mr. James. Thank you. 


ITEMS PROCESSED 


Mr. Fernanvez. Mr. Banning, in your table of items processed, you 
have a figure for the year 1950 of 189,736,578? 

Mr. Bannine. That is correct, sir. It represents the number of 
payments. 
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Mr. Frernanpez. Does that include the 14 million? 

Mr. Bannina. It does. 

Mr. Fernanpvez. Of NLSI items? 

Mr. Bannina. That is correct. If you will notice, the average unit 
cost on the basis of 189 million was about 6 cents in 1950. 

Mr. Fernanvez. It came down about a quarter of a cent? 

Mr. Bannine. That one item alone, “National service life,” brought 
the cost down. In my earlier statement I excluded the national service 
life operation from the calculation of unit cost, because it was not 
representative. In the NSLI program we were operating under ideal 
circumstances that we could not attain again in 1952. We had a large 
volume of transactions; we had certain work performed for us a 
the Veterans’ Administration, and we had an even flow of work. In 
that way we were able to produce that NSLI check at a very low 
figure. In my statement for 1952 I excluded it, but in the table for 
over-all operations we included the 14 million NSLI dividend checks 
to show the total number of all payments. 

Mr. Fernanvez. I thought that I saw somewhere that NSLI pay- 
ments were processed at some 3 cents and a fraction. 

Mr. Bannrine. That is correct, sir. I think you will find that in 
our justifications. That is my impression. 

Note.—Number of NSLI dividend checks issued, 14,731,388; cost of program 
$479,458; unit cost per checks, $0.0314. 

Mr. Frernanpez. You also mentioned the increase in the cost of 
supplies. I do not understand that you have included the $265,408.39 
which you say is your estimate of the increase. 

Mr. Bannina. No, sir; we have not included the increased cost. 

Mr. Frernanpvez. In the requested appropriation ? 

Mr. Banntna. We did not. That is why I brought the matter up 
in this hearing. 

Mr. Frernanpez. It seems to me that that is most important, be- 
cause that is something you could not do very much about. And as 
I have said before in this committee, if we do not appropriate what 
you actually are going to need for the items that you cannot possibly 
reduce, then we are not doing justice to the Congress, because when 
we do that, we know that you are going to have to come back for a 
supplemental appropriation. 

Mr. Banninea. Mr. Fernandez, I brought it up to your committee, 
because I did not know what your policy was. There must be other 
Federal agencies that are in the same boat with ourselves. Since I 
prepared that statement, I am inclined to believe that it is altogether 
too conservative. 

These unit costs were developed before we had our hearings at the 
Budget Bureau. We go over there early in the fall, and at that 
time the impact of the Korean War had not come into play. Later 
when we sat down to figure where we were on supplies, we found 
out we just had not asked enough money in the estimate. 

Mr. Gary. You are referring to these increased costs? 

Mr. Banntna. Yes, sir. 

Mr. Frernanpez. In any event, the answer is that they are not 
included ? 

Mr. Bannrina. That is correct. 

Mr. Frernanpez. We were talking about going into a 44-hour or 
48-hour week. If your employees went on a 44-hour week, that would 
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mean that for every 10 employees you would save 1 employee, or a 
total of 309.7. . 

You pointed out that the amount of money required would still be 
the same, which is true, but for every 1 of those 309 employees, if you 
could save them, you would also save approximately 30 days of sick 
leave and vacations, which would not be due and coming for those 
who would not be on the rolls. That would come to approximately 25 
employees that you would be able to save. Is that correct ? 

Mr. Bannino. Your calculation is correct in that it takes all em- 
ployees into consideration. We would not save that 10 percent 
on executive employees and likely not on administrative and super- 
visory employees. We should, however. save it on operative employees 
and that number of employees constitutes—— 

Mr. Fernanpez. The major portion. 

Mr. Banninc. A very substantial portion of our force, in fact a 
major portion work on operative tasks. 

Mr. Fernanpvez. The administrative portion would be rather 
negligible in comparison to the large number of these $2.900 employees. 


EMPLOYMENT OF TEMPORARY PERSONNEL 


Mr. Gary. Do you not employ a lot of temporary employees? 

Mr. Banninc. Yes. sir: we employ a very large number of tem- 
poraries. We are taking them on at the present time to discharge the 
income-tax refund and the dividend program. Our force goes up 
from 3,000 to about 4,800 at its peak during the spring when the 
great load ef the income-tax work is on us. As soon as that work is 
completed, we release them. The hiring of temporary employees is an 
advantageous arrangement for the division, because we use them only 
during the period when their services are needed. 

Mr. Fernanpez. One other question along the same line. If your 
employees worked 44 hours a week, they would do 10 percent more 
work and would increase their salaries by 10 percent, or $294 a year, 
approximately; and if they went into a 48-hour week, they would 
increase their production by 20 percent and would increase their earn- 
ings by 20 percent per year, or nearly $500 a year, which they are going 
to need. Why would not the employees themselves like to go on a 
48-hour straight-time basis or a 44-hour straight-time basis? 

Mr. Banntna. I imagine that some of them would. I am not an 
authority on that subject. I assume that representatives of the Civil 
Service Commission could probably give you better information than L. 

Mr. Fernanvez. And better reasons why they should not? 

Mr. Bannine. I would like to say this: The daily rate of production 
we get from the employees would hold up whether we had a 5-day week 
or a 6-day week. There might be a little more sickness, but, generally 
speaking, I think the rate of production would hold up fairly well. 

Mr. Maxwetx. I have some figures which might be enlightening. In 
1944 our average sick leave was 109 hours; in 1945 it was 89 hours; in 
1946, when we went on the 40-hour week, it was 64 hours. 

Mr. Fernanpvez. It was less under the 40-hour week? 

Mr. Maxwet.. It was less under the 40-hour week. The hours lost 
per person has increased to an average of 93 hours for the past 3 years. 
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Mr. Fernanvez. A few more of them played sick under those circum- 
stances ¢ 

Mr. Maxwe.u. I suppose that may be the situation. 

Mr. Gary. You show a drop of items from the General Accounting 
Office. Is that due to the change made in accounting procedures ? 

Mr. Bannina. I do not believe that is the reason, Mr. Chairman. 
The drop in the work of the General Accounting Office represents a 
decrease in the number of items that we will pay for them. The Gen- 
eral Accounting Office has reduced its force. I suppose that corre- 
spondingly it has reduced expenditures for certain other items. 

Mr. Gary. They abolished a whole division. 

Mr. Banntnc. The decrease in the number of payments for GAO is 
from 285,500 items to 250,000. That would be a reduction of 35,000 
items a year. On a payroll basis it would be a decrease of several 
hundred employees. 

Mr. Canrietp. The President of the United States has dared the 
Congress to cut the budget. If I am not mistaken, the Comptroller 
General of the United States is one of the leading figures of our country 
who contends that it can be done and most certainly ought to be done. 


Fripay, Fresruary 9, 1951. 
SECRET SERVICE DIVISION 


WITNESSES 
U. E. BAUGHMAN, CHIEF, SECRET SERVICE DIVISION 
GEORGE W. TAYLOR, ADMINISTRATIVE OFFICER 
W. D. CAWLEY, SPECIAL AGENT IN CHARGE 
SALARIES AND EXPENSES 


Funds available for obligation 





| 1950 actual | 1951 estimate | 1952 estimate 





Appropriation or estimate $1,975,000 | 1$2, 308, 700 
Unobligated balance, estimated savings } —68 | 








Obligations incurred ____._- ms | 1,974,932 | 2, 308, 700 
Comparative transfer from ‘‘ Miscellaneous expenses, Treasury 
Bn ghia epee npan Oe kena tow ee aoe somes 





Total obligations 1, 975, 932 | 2, 308, 700 | 
| | 





Obligations by activities 





j 
Description 1950 actual | 1951 estimate | 1952 estimate 





| ; 

. Suppressing counterfeiting and investigating check and | | 
I eee cegenbited sanvnbon $1,821,681 | $2, 143,590 $2, 430, 443 
. Genera] administrative services ee 115, 889 | 123, 455 | 127, 090 
. Executive direction 38, 362 41, 655 42, 467 


| 
| 
} 
j 








Total obligations 1, 975, 932 2, 308, 700 2, 600, 000 





1Includes amount appropriated in the Second Supplemental Appropriation Act, 1951. 
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Obligations by objects 





























Object classification 1950 actual | 1951 estimate | 1952 estimate 
Total number of permanent positions..................------- 353 437 466, 
Average number of all employees ---._............---.--------- 347 404 454 
01 Personal services: } 
EE LIST DELLE AALAND: $1, 618, 531 $1, 882, 770 $2, 112, 425 
Regular pay in excess of 52-week base. ___.........-..--- | OO fi Shiki 8, 895 
Payment above basic rates...............-.......---..--] 19, 715 21, 525 24, 200 
Teme werbounl amr views «5. 5 552s hc nsdn sce ose 1, 644, 471 1, 904, 295 2, 145, 520 
Gg ah RR ae Rtn ane a A Seer ee Raeti | 160, 243 202, 420 236, 200 
03 Transportation of IE oe ch } 13, 928 24, 730 17, 650 
04 Communication services...............-....-.------------ 30, 696 30, 500 32, 500 
ay es Se EN Se cla | 9, 407 Meee Poo 5<.S5s. 5... 
06 Printing and reproduction... ................-.-..------.- 7, 595 8, 000 9, 000 
Gy pee eres OEE PIONS. nnn ec eee nee 36, 559 39, 980 42, 700 
08 Supplies and materials.___..................-...: RE | 52,710 51, 875 , 500 
RSE SSE VSS a ea ee CORR ae 9, 313 27, 100 46, 930 
13 Refunds, awards, and indemnities---_.............--..--_- 53 Clghsekheutehosicosssicdunt 
pS RS Saree Soe ee eee ee inbpimiaiganatdan chew | 10, 957 10, 000 15, 000 
EEE As CS eat OS 65 € rie eee 1,975, 932 2, 308, 700 2, 600, 000 





Mr. Gary. We will now take up the budget estimates for the salaries 


and expenses of the Secret Service Division. 
will insert page 234 of the justifications in the record. 
(The document is as follows :) 


SALARIES ANE EXPENSES, SECRET SERVICE DIVISION 
Analysis of appropriation base for fiscal year 1952 


peer eueremetntion. S06) O08. oe 
Supplemental appropriation for 1951___.-.-_-_---.+----.-.----.-- 
Total appropriation, 1951 
Reductions : 
1. Suppressing counterfeiting and investigating check 
and bond forgeries_______---__-_ ee AK —$50, 378 
Additions: 
1. Suppressing counterfeiting 


and investigating check 


In this connection we 


$2, 150, 000 


158, 700 


A en ie cecininnnsicrenetiereiebSbacbintbelanes +1138, 580 
meseemenen in heme: (met)i a ae) +63, 202 
ceeamaanen mee Tor 2008s. eS 2, 371, 902 

SS Se LS Da NN SRT SI 2, 600, 000 
Increase over appropriation base for 1952_____ ‘nica usaigemmlenaicten Ed 228, 098 
Increase or decrease from total appropriation, ee 291, 300 





Comparison of appropriation base with appropriation estimate for 1952 





Activity 





1. Suppressing counterfeiting an¢ in- 
vestigating check and bond 


forgeries... __ a 

. Genera! administrative services_____ 

. Executive direction. ...........___- 
__ Increase over appropriation base - 

Adjustment in base (net). ...._....._. j 


Total, appropriation 1951, and 
appropriation estimate for 1952_! 


Appropriation base 
for 1952 


Appropriation esti- 
mate for 1952 


Increase or decrease 





| 


| 











Average | Average | Average | 
positions Amount positions! Amount positions) Amount 
| jl 
| 
391.8 | $2, 206, 792 416.8 | $2,430, 443 3 | $223, 651 
32 123, 455 32 | 197,000 }.......-2 | 3, 635 
5 41, 655 5 re og! Me eeaeenee j 812 
428.8 2,371,902) 453.8 2, 600, 000 
—24.8 OER, ee tio5. chee 
404 2, 308, 700 453.8 | 2,600,000 
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REQUESTED INCREASE 






























Mr. Gary. From this page it appears that you are asking an increase 
of $291,300. 

Chief Baughman, do you have a general statement you would like 
to make? 

Mr. Baveuman. I do, Mr. Chairman. 

Mr. Gary. We shall be glad to hear from you at this time. 


GENERAL STATEMENT 


Mr. Bavuguman. Mr. Chairman and gentlemen of the committee, 
the major duties of the United States Secret Service are the protection 
of the President of the United States and members of his family, the 
suppression of counterfeiting, and the suppression of the forgery of 
Government checks and bonds. The crimes of counterfeiting and 
forgery have been increasing, and we need additional men and equip- 
ment if we are to continue to effectively fight the counterfeiter and 
forger. 

Statistics may be dull, but they are necessary to show you our prob- 
lems and also to demonstrate the achievements of the Secret Service 
with a small, efficient, hard-working group of investigators during 
the 1950 fiscal year. 

During 1950 the Secret Service arrested 3,168 persons for counter- 
feiting, check and bond forgeries, and miscellaneous offenses, an 
increase of 832 over the previous year. Counterfeiting arrests for 
1950 totaled 542, in comparison with 207 for 1949. Check and bond 
forgery arrests were 2.336 for 1950, or approximately 500 more than 
in 1949. Convictions in criminal cases averaged 97.3 percent. In 
accomplishing this our personnel performed over 96,000 hours over- 
time, the equivalent of 56 agents engaged during normally required 
hours. This overtime was performed vokdnbaasb without compen- 
satory time given in return or overtime pay, as funds were not avail- 
able for payment of overtime. Overtime could not be avoided as we 
did not have sufficient personnel. The criminal does not keep office 
hours, he works at all hours of the day and night, and a Secret Service 
agent must do the same. Nevertheless, despite these achievements, 
our total case load increased from 15,342 as of the end of June 1949 
to 18,268 as of the end of June 1950, the greatest backlog of cases 
the Secret Service has ever had on hand in its 85 years of existence. 
With less than 200 agents in the field these cases represent an average 
of 90 per agent, or more than six times what it should be for an en- 
forcement agency to operate with full effectiveness. 

More Government checks are stolen and forged now than at any 
other time in our history. According to the Federal Bureau of 
Prisons, forgers of Government checks represent the largest segment 
of the population of our Federal penitentiaries today. 

Counterfeiting cases received in 1950 amounted to 1,681, in com- 
parison with 781 for the preceding year. Figures, however, do not 
always demonstrate the problems of an investigative force. Counter- 
feiting cases take time—weeks, months, or more. Even the most 
ordinary counterfeiting cases take considerable time and work. Sup- 
pose, for example, that a man passes four or five counterfeit notes 
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in retail stores. A special agent retrieves the counterfeits, talks with 
the victims, endeavors to obtain descriptions, and has the notes marked 
for identification. He prepares a warning to be distributed to other 
storekeepers to place them on guard. If the passer is arrested, he is 

enerally not closely associated with the manufacture of the counter- 

eits and the agent must then undertake to trace the source of the 
notes. Frequently this will require surveillance of suspects, under- 
cover work, inquiries in other cities, checking various records, run- 
ning out leads, and other time-consuming activity. In the meantime 
other investigative work of equal importance must be laid aside for 
later attention when time permits. 

A case which occurred not very long ago in Buffalo is an example 
of what confronts the Secret Service in developing a major counter- 
feiting case. Because of the extensive operations of a gang there it 
was necessary to detail agents from other districts to assist in the 
investigation in Buffalo where we had only one man stationed. The 
agents investigated hundreds of leads and kept suspects under con- 
stant surveillance, often working 16 to 18 hours without interruption. 
Their average working time for a month was 384 hours, representing 
200 hours of overtime per man. In this case we eventually arrested 
16 principals for manufacturing counterfeit American and Canadian 
currency, and with others arrested for passing these counterfeits in 
most of the 48 States there were about 80 people implicated in this 
one case. 

It can readily be seen that a number of agents may be engaged for 
a long time on one counterfeiting investigation. When I had to take 
men from several districts to send them to Buffalo, the check cases 
they were investigating had to be held in abeyance, and new cases 
began to pile up in those districts so that the caseload became heavier 
than ever. The result was that in these cases investigative leads grew 
stale and payees of the checks were deprived of their money until the 
investigations of the checks could be resumed. 

Last year the Secret Service seized $1,289,280 in counterfeit notes, 
in comparison with $957,763 in 1949. In addition we received 208 
new issues of counterfeit notes in comparison with 114 for the pre- 
ceding year. This isa very definite indication of the trend in counter- 
feiting. During 1950, 13 plants responsible for the manufacture of 
hundreds of thousands of dollars in counterfeit money were captured. 
But, as one group is suppressed another springs up in its place. 

I believe the increase in counterfeiting is largely due to the fact 
that the counterfeiting of ration coupons during World War II gave 
the present-day currency counterfeiter an opportunity to “learn how 
to handle the job.” Moreover, the increase in this type of crime has 
been favored by the development of improved and simplified photo- 
engraving and printing techniques. Less cumbersome material has 
been put at the disposal of the counterfeiter, and counterfeiting is no 
longer an art but a business. Counterfeiters today use mass production 
methods, frequently engraving from 4 to 36 impressions on a single 
plate. The product is frequently a close duplicate of the genuine and 
generally good enough to victimize the average citizen. 

In my opinion, counterfeiters are guilty of a crime equivalent to 
treason for they are part of a system that will harm the country just 
as seriously as if they took up arms against it. Counterfeiting is 
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red international in scope and constitutes a real danger to economic rela- 
Kaw tions between nations. ih 
ie (Ct While on the subject of counterfeiting, I believe it pertinent to 
a remark that we have received wonderful cooperation in the vi orous 
he |§ prosecution of counterfeiters from United States attorneys and their 
at assistants. Some United States judges have imposed sentences ranging 
i. from 15 to 25 years, which, in my opinion, is a deterrent equal to the 
ne - investigative work of a score of agents. 
ae With the increasing number of checks issued by the Government 
for allotments to servicemen, social security, and other purposes, more 
ple forgeries can be expected. In 1950 we received 33,211 check cases and 
ma in 1951 we expect to receive approximately 35,000, based on receipts 
en for the first 6 months of the current fiscal year. _ 
he ff Even the most routine check forgery case entails considerable in- 
he vestigation both from a civil and criminal standpoint. Until we make 
a a report to the Treasurer of the United States the Government will not 
- if issue a duplicate check to the payee, who is deprived of the use of the 
ng | money in the meantime. Numerous suspects may be questioned before 
at guilt is established. Once the forger is arrested the agent must spend 
_ «=F considerable time fingerprinting and arraigning the prisoner, taking 
in | statements, obtaining more handwriting specimens, preparing a prose- 
a Cd cution report for the use of the United States attorney, testifying 
before the grand jury and testifying in Federal court. Administra- 
ob tive forms and reports must also be prepared. This is required in 
Ine what is considered to be merely a routine check case. Others may 
-. i involve multiple checks and several forgers and are considerably more 
“a «C« nr to investigate. : 
- if The Secret Service has 56 offices scattered throughout the United 
i. iF States, averaging approximately four agents per State. Nineteen 
he CU of these offices have but one man. Consider our largest field office— 
New York City. We have but 22 agents there to cope with some of the 
- cleverest counterfeiters and forgers. Thousands of Government checks 
8 and bonds are stolen and forged there every year. With the aid of the 
2 New York Police Department our agents make scores of arrests yearly 
a but the need for men is as acute in New York as it is anywhere else, 
of if not more so. 
d During the past year supplemental funds were granted by the Con- 
: gress to provide additional men for the protection of the President 
am «CO and members of his family, and also to establish a detail for the pro- 
6 tection of the Vice President. Under present conditions, I feel that 
= adequate physical protection is now provided by the number of agents 
ss assigned to the White House detail. reset is a 
“a As to the Blair House incident, we are still investigating scores of 
gs ff sarge tgp cog and friends of the Nationalists’ Party of Puerto 
a ico. We have developed some significant leads and it 1s hope that 
i. im definite results can be obtained in order to reveal the full story behind 
le ff the attempt to assassinate the President. 
dt However, it is necessary to have sufficient field agents, not only to 
4 perform their normal enforcement work on counterfeiting, forgery, 
0 gold cases, personnel and numerous miscellaneous cases, but also to 
s investigate oral or written threats against the President, and to aug- 
| ment the White House detail when the President is outside the White 





House or Blair House, as Presidential protection and enforcement 
activities are closely integrated funcions. 
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For these reasons, which I feel are compelling, we are asking for 25 
additional agents for 1952, which would give us approximately 225 
agents for field work. 

Jounterfeiting and forgery are crimes against the people, and they 
warrant the employment of enough personnel to suppress them vigor- 
ously and with maximum effectiveness. 


WHITE HOUSE POLICE 


The duties of the White House Police force are to protect the Execu- 
tive Mansion, the grounds and other areas coming under the juris- 
diction of this force, and to assist in the protection of the President 
when he is in residence. These men, as well as Secret Service agents, 
assigned to such protective duties must be ready and willing to sacrifice 
their own lives, if necessary, in the protection of the President. They 
must be conscientious and continuously alert to prevent any attempt 
on the President’s life or forced entrance which acts must be antici- 
pated at all times. 

The exposed position of the Blair House has placed a tremendous 
responsibility on the White House Police assigned there. 

Asa matter of information, for the fiscal year 1950, the White House 
Police force covered the President on 603 occasions when entering or 
leaving the Blair House or White House, and in addition covered daily 
trips to and from his office. 

In addition, the White House Police force has assumed the extra 
burden of carefully checking all incoming and outgoing trucks and 
workmen who are engaged in construction work at the White House. 

Supplemental funds were granted to increase this force after the 
Blair House incident and it is requested that the authorized strength 
remain unchanged. 


UNIFORMED FORCE 


The uniformed force, for which funds are requested to employ an 
average of 138 employees, furnishes all of the protection for the mon- 
eys, bonds, checks, and other Government obligations that are handled, 
stored, disbursed, received, or otherwise processed in the Main Treas- 
ury Building, Treasury Annex, the Bureau of Engraving and Print- 
ing Annex in Washington, D. C., and in the two buildings in Chicago, 
Ill., housing Bureau of the Public Debt activities. The uniformed 
force also transports and protects, in the District of Columbia and 
vicinity, all Treasury money, securities, and other obligations, includ- 
ing cash payrolls while in transit and throughout loading, unloading, 
and disbursement to the extent of approximately $195,000,000,000 per 
year. This force cannot be reduced below the figure of 138 requested 
for the fiscal year 1952 without, in my opinion, seriously impairing 
the operations of the force in adequately discharging its protective 
responsibilities. ; 

In addition to the 138 employees requested by direct appropriation, 
the uniformed force maintains a force of 125 employees engaged in 
safeguarding the paper currency and other Government securities and 
obligations during the process of manufacture in the Bureau of En- 
graving and Printing. Funds are advanced to this appropriation 
from the Bureau of Engraving and Printing to cover the service 
rendered such Bureau. 
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CONCLUSION 


The above remarks will serve to provide a general picture of the 
rogram and requirements of the Secret Service Division. I shall 
pleased to amplify and explain further any phase of our work in 
which you may be interested and in such detail as you may desire. 
Thank you. , 


REPORT OF CIVIL SERVICE SUBCOMMITTEE ON OVERSTAFFING 


Mr. Gary. Did the Civil Service Committee in their report on over- 
staffing make any comments on your division, Mr. Baughman ? 

Mr. BaueguMan. No, not on the Secret Service. We were not men- 
tioned at all as to overstafting. 

Mr. Gary. Were you mentioned at all in the report? 

Mr. BaveuMan. No. 


PERSON NEL 


Mr. Gary. I ae if you could furnish us with a statement show- 
ing your personnel for the past years. 

Mr. fem The cine wi UY : 

Mr. Gary. Yes. 

Mr. Baveuman. I have it right here. 

Mr. Gary. Do you have a table of it / 

Mr. Bavenman. Yes. I can start from 1942. 

Mr. Gary. May I see that please? 

Mr. BaucHMan. Yes, sir. 

Mr. Gary. What we would like to have is this table, “Personnel paid 
from Secret Service appropriations” for 1948, 1949, 1950, 1951, and 
your estimate for 1952. We would like to have it set up in tabular 
form, and you may insert it in the record at this point. 

Mr. BaucuMan. Yes, sir. 

(The document is as follows :) 


Personnel paid from “Salaries and expenses, Secret Service,” for 1948, 1949, 1950, 
1951, and estimate for 1952 


Fiseal year: 


Employees 
Nee en re orid an wachovia on tongs pean ge ah ekarenupapieibanmnnadieeaninarreig tom eongeiren ans 328 
BSED Giey Dae eS SARS SRS ge Sea eee OBE a a ESE cee OF Be oe ea? MEE RE enn OHA foe 334 
Sr a a al kine ei die ah al ennsteeaiaietioe= diegpeieinen in slash tub bikeanbanebanaiol 347 
i a staal haceenitpinenapianiier do eonepicsinoiin ah guinlen- ct metiaaiiaineniaveipeadiamienteicabicin a 9 
CS SSS REE 8 STILT Se A eM RONDE PIRI ES RE I REE 454 


1 Includes 50 agents and 6 clerks provided in the First and Second Supplemental Appropria- 
tion Acts of 1951 for protection of the President and the Vice President of the United 
States. 


It will be noted from the above table that there is an increase of 101 employees 
in the Secret Service since 1948 to 1951. However, it is pointed out that in 1947 
the Secret Service had 408 employees and in 1948 this number was reduced by 
80 employees to 328. From 1942 to 1947 the average employment of Secret Service 
was 419. 

Of the increase of 101 additional employees, funds were granted for 56 for 
additional security and Presidential protection, including a detail to be assigned 
to the Vice President of the United States. The increase in 1951 over 1948, 
therefore, represented an increase of 45 employees for field and investigative 
work, or 35 fewer employees than we had in 1947 prior to the reduction of 80. 
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PROTECTION OF THE PRESIDENT 


Mr. Gary. In the table which appears on page 234 of your justifica- 
tions you do not have your appropriations for the protection of the 
President broken down for this year? 

Mr. Bavcuman. No; we do not, sir. 

Mr. Taytor. We have it in the justifications, but not on page 234. 

Mr. Gary. I understand that. 

Mr. Taytor. We have broken it down as you go further in the 
justifications. 

Mr. Gary. Where is the break-down for that? 

Mr. Taytor. Page 237 sets forth “Suppressing ee 6 and 
investigating check and bond forgeries” and “Protection of the Presi- 
dent of the United States.” 

Mr. Jounson. It is given on page 244, Mr. Chairman. 
Mr. Gary. Yes; I see it. 


ADDITIONAL EMPLOYEES 


We authorized some additional persons in the supplemental. How 
many did we authorize for that activity ? 

Mr. Bavecuman. The first supplemental provided 20 agents and 3 
clerks. The second supplemental provided 30 agents and 3 clerks, 
all for Presidential protection. However, three agents and 1 clerk out 
of that latter group were requested for Puerto Rico. In other words, 
they will be assigned in Puerto Rico instead of in Washington or 
vicinity. 4 
RECRUITMENT 


Mr. Gary. Have you fully recruited those men? 

Mr. Bavcuman. Not right at this time. Next week we will be able 
to put 12 agents on, and we will be short approximately 20 employees. 
We have that many or more applicants under investigation. i expect 
that by the end of February or the very first part of March we will 
have all the employees on the payroll. 


EXPLANATION OF EMPLOYEE FIGURES 


Mr. Gary. You have 49 additional employees which you are request- 
ing: 25 are under activity 1, and 24 are under the adjustment of base. 
Does this figure of 49 include the additional employees, or is that over 
and above the number that you have already been authorized ? 

Mr. Bavcuman. Twenty-five is the number actually over and above 
the number that has already been authorized. 

Mr. Gary. The 24.8 is the adjustment of base to take care of those 
that we authorized last year; is that correct? 

Mr. Baveuman. Yes, sir; that is correct. 

Mr. Gary. We allowed you in the 2 supplementals approximately 
50 additional men last year? 

Mr. Baveuman. That is correct, sir. 

Mr. Gary. And you are asking for approximately 25 additional 
this year? 

Mr. Baveuman. Yes, sir. The 50 were for Presidential protec- 
tion. These 25 are for field work, to investigate counterfeiting and 
forgeries, and, of course, to be used from time to time on Presidential 
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matters in augmenting the White House detail whenever the Presi- 
dent is in another city, and investigating threats against the President. 


USE OF DISTRICT POLICE 


Mr. Gary. How many District of Columbia police are you using? 

Mr. Baveuman. At the Blair House? 

Mr. Gary. No; in total in the District. 

Mr. BavucuMan. There is a small detail assigned in and around 
the Blair House. It is a temporary measure until we get our full re- 
cruitment of White House police. I think we will continue to kee 
a few on, regardless, until possibly after the President moves hack 
to the White House. As to the exact number I would be guessing. 

Mr. Gary. Are a's paid out of your funds? 

Mr. Baveuman. No. 

Mr. Gary. They are paid by the District? 

Mr. Baucuman. They are assigned there by Major Barrett to assist 
in the protection and paid by the District of Columbia. 

Mr. Gary. Do you have any District of Columbia police you are 
paying at all? 

Mr. BaveuMman. No; not on our payroll. We recruit our personnel 
from the Metropolitan Police Force, and once they are transferred to 
the White House Police then, of course, they are paid from our rolls. 

Mr. Gary. And they become a part of your regular employees? 

Mr. BaveuMan. That is correct, sir. 

Mr. Gary. But you do not know exactly how many you are using 
that you are not paying? 


Mr. BavcuMan. No; not the exact number, but I can get it for you. 
T know there are 6 active posts they are covering around the clock. 
That is 18, plus relief, and they have a few extra men, whenever the 
President leaves from the Blair House and returns. I can get that 
exact figure for you. 

(The information is as follows :) 


Merropouitan Portce CoveracEe 


For the 3 months, November, December, and January, the Metro- 
politan Police Department contributed 27,11514 man-hours at the 
Blair House or vicinity. This is an average of 36 men on a 24-hour 
basis (or an average of 12 men per each 8-hour shift), and covers 6 
permanent posts previously referred to, and movements to and from 
the Blair House. 

As stated before, this complement of men will be gradually re- 
duced as the men are entecad by White House policemen, with the 
exception of a few posts which will be covered until the President 
and his family return to the White House. 

At the present time the White House police are short 42 men. 

In addition to the man-hours mentioned above, the Metropolitan 
Police Department for the same 3-month period contributed 3,353 
man-hours, or an average of 444 men per day on a 24-hour basis, 
providing additional security protecting the President when outside 
the Blair House or White House, such as when he attended official 
functions, and when he met dignitaries upon their arrival in Wash- 
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ington. Of course the additional police also afforded additional pro- 
tection to other officials or dignitaries present. 

Mr. Gary. You plan to supplant them with your own employees? 

Mr. Bavenman. Yes; we are gradually replacing them, and we 
will continue to do so, until we get our full quota of White House 
policemen. However, as I mentioned earlier, there is a good possi- 
bilitv that we may keep a few on until the President goes back to 
the White House. 


COMPARATIVE STATEMENT OF CASES HANDLED 


Mr. Gary. Mr. Baughman, on page 5 you have a table showing a 
comparative statement of check, bond, counterfeiting, and other crim- 
inal and noncriminal cases for the fiscal years 1947, 1948, 1949, 1950, 
and 1951. 

I think it would be well to insert that table in the record at this 
point. 

(The table is as follows :) 

The following table presents a comparative analysis for the fiscal years 1947-50 
of the activity by type of case, exclusive of Presidential protection: 


Comparative statement—Check, bond, counterfeiting and other criminal and non- 
criminal cases for the fiscal years 1947-61 









































} 
1947 | 1948 1949 1950 1951 
} t 
ee beginning of fiscal year: ni pis 
Cc ass All i, 542 , 10, 488 11, 221 14, 373 
(PRE TSR I or RAIN 5,778 | 6125| 4970| 3177 3,019 
9 SN EE gh, 151 | 149 178 299 352 
Other criminal and noncriminal.___......-.--.-- | 302 | 359 419 434 325 
Metis scsi coeds eh Kd den ttite | 12,773! 12,842} 16,055 | 15,131 | 18,080 
Cases received during fiscal year: | 
en ie en a geneall | 28,127 32, 283 34, 160 1 a _ 
Ea a ema nec re! } 16,056 | 11,019 7,312 3) a 
GES eis Se GE, } 651 | 523 781 Bee 40.4.2... .. 
Other criminal and noncriminal.--__.-_.....-.--- | 2,979 2, 392 2,101 oS eee 
| ASE STN RSS: NNR | 47,813 | 46,217 |) 44,354] 42,832 |... 
Total cases to be investigated................. -| 60,586 | 59,059 | 60,409 | 57,963 |=... 
o-_- — during fiscal year: | 
OVERS Ee) See eee eee hae ste tise: 28, 460 28, 004 33, 427 30,059 |.......... 
| RERRN.etpatpReat menu | 45,709} 12174| 9,105| 6162|......._.. 
SREP LORE SS 653 494 660 2,008 Fk 
Other criminal and noncrimina]................. } 2, 922 2, 332 2, 086 i § a 
Mois ik editaesseccciess bncsccc ted edes | 47,744 | 43,004 | 45,278 | 39,804 |... 








INVESTIGATIONS 


Mr. Gary. It appears that the total cases to be investigated are 
declining. It is 60,586 in 1947; 59,059 in 1948; 60,409 in 1949; and 
57,963 in 1950. 

At the same time, the number of cases closed is smaller. You closed 
47,744 in 1947; 43,004 in 1948; 45,278 in 1949; and 39,894 in 1950. 

Your cases pending, or your backlog, is the largest in history. How 
is it that you are getting fewer cases, and closing fewer, even though 
you have more employees, and your backlog is increasing ¢ 

Mr. Baveuman. That is due, Mr. Chairman, mainly to the fact of 
the increase in counterfeiting. When these agents are engaged on 
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counterfeiting matters they are more or less taken away from the 
check cases. 

You will notice that the greater number of cases received are check 
cases. Last year we received 33,000 check cases and we were only 
able to close 30,000, which practically accounts for that difference. 

Mr. Gary. The reason for that is that your men were employed on 
counterfeiting cases ¢ 

Mr. Baueuman. Yes. Concentrating on the counterfeiting takes 
much more time, in order to close out a counterfeiting case, than it 
does for a check case, When you put a group of men in there who are 
engaged on counterfeiting statistically it does not show. You do not 
appear to receive any credit but they are on the go and working every 
minute. 


PROTECTION OF THE PRESIDENT 


Mr. Gary. Do you think that with the number of men that we au- 
thorized last year you have an adequate force for the protection of the 
President ? 

Mr. BaucuMan. Yes, sir; I do. 

Mr. Gary. You are not asking for any more employees for that at 
the present time ? 

Mr. Baveuman. No, sir. 

Mr. Gary. You are asking that the force as augmented by these ad- 
ditional men last year be maintained ? 

Mr. BaucuMan. Yes, sir. 


FIELD AGENTS 


Mr. Gary. And you are avs 2 for 25 more field agents who will be 
assigned to counterfeiting and check cases and such as that? 
Mr. BavcuMan. That is correct, sir. 


BACKLOG OF CASES 


Mr. Gary. You state in your original statement that you have the 
greatest backlog of cases that the Secret Service has ever had in its 
85 years of existence, and that with less than 200 agents in the field 
the cases represent an average of 90 per agent. 

Mr. BavuecuMan. Yes, sir. 

Mr. Gary. What standard do you use to determine that figure ? 

Mr. BaucuMan. Well, I have read and heard of other authorities 
in charge of investigative forces who say that their agents should not 
have more than 10 or 12 cases, and others will say 15. I have seen 
from the past budget reports the number of cases on hand in certain 
other agencies compared to our own, and I think this bears my state- 
ment out. 

I know of the field work myself for I worked in the field, and while 
we have an average of 90 cases per agent that does not mean they are 
all assigned. Those are just in the office. However, regardless of that, 
some of the agents have 40 or 50 or 60 cases assigned to them. That is 
too many cases for one agent to keep track of. In other words, if an 
agent had 15 or even 20 cases he could concentrate on them and know 
all the facts behind them, so far as the investigation has developed, and 
there would not be any tendency to overlook any details. 
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CHECK CASES 


Mr. Fernanpvez. The check cases are mainly cases of checks that 
are issued by the Government, and then forged by a third party? 

Mr. BaucuMan. Yes. 

Mr. Fernanvez. Do the State and city enforcing authorities not 
have the same duty to investigate those, and do they not do it! 

Mr. Baucuman. Not forged Government checks. 

Mr. Fernanpez. Why not? They are just the same as any other — 
checks, are they not? : 

Mr. BavcuMan. Well, the Secret Service has the jurisdiction of in- — 
vestigating any forged Government obligation and a forged check 
is treated the same as a counterfeit bill. 

Mr. Fernanvez. I understand that, but the same obligation to in- 
vestigate forgeries of Government checks lies with the State enforce- 
ment authorities ? 

Mr. BaucuMan. That is possibly true, but as an agency of the Gov- 
ernment we have to make the investigation and submit the report, 
not only from the criminal viewpoint but from the civil viewpoint, 
so that the Treasurer’s Office can make adjustment with the payee. 
In other words, we have to investigate a case from the civil viewpoint 
to determine that the payee is making a just claim. 

Mr. Fernanpez. Well, the facts in both cases will be the same. If © 
the State officials get the facts is that not sufficient ? a 

Mr. BavcuMan. Well, then, that would mean that with every State 
official they would have to write a certain type of report, execute cer- 
tain affidavits, and so on, as required by the Treasurer’s Office. 

Mr. Frernanvez. There is not any tendency, is there, on the part 
of the Federal officials, to say to the State officials that this is their © 
prerogative and for them to stay out of it? 4 

Mr. Baveuman. The question has never been raised as to that 
extent, but I might mention this: We receive cooperation from the 
police and all that. If they would arrest a check forger or mail- 
box thief they certainly would report them. As a matter of fact, 
all throughout the country, particularly in the outlying sections, 
not only the police but the sheriffs, and so on, quite often partially 
investigate a case. Sometimes they might complete an entire investi- | ~ 
gation and give us the facts, but we still have the responsibility of | 
submitting a report as to any civil action, or criminal. 

Mr. Canrtep. Chief, I desire to compliment you and the Secret 
Service on the additional security precautions that were taken around 
the Capitol when the President recently addressed a joint session 
of the Congress. I think we here have been very remiss in the past 
in this respect and I was glad to see that you asserted yourself and 
that results flowed from your meeting with authorities of the Capitol. 
I believe that you are personally gratified, are you not? 

Mr. Baveuman. I am, Mr. Canfield, and I want to thank you for 
your suggestion that we take greater security measures. I might 
say, when the President last addressed a joint session of the Con- 

ss, we had the best cooperation we have ever had and I personally 
elt much better for his security. 
Mr. Canrtexp. I think the Members generally sensed that. 
Mr. Bavenman. Yes; everyone cooperated fully. 
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Mr. Canrrextp. Chief, it is always good to hear you say before this 
committee that you believe the President is receiving proper protec- 
tion. Once again I want to emphasize that down through the years 
this committee has been very anxious on this score and, as you know, 
has never denied necessa nds for this purpose. You have stressed 
the exposed position of the Blair House with its consequent danger. 
When is it your understanding that the President and his family will 
be back in the Executive Mansion ? 

Ra Baveuman. I understand, unofficially, about November 1 of 
this year. 

Mr. Canrte.p. Reference has been made to the fact that the House 
committee investigating employee utilization in the executive depart- 
ments and agencies made no report on the Secret Service. Did inves- 
tigators of this committee, perchance, visit you and talk with you and 
members of your staff ? 

Mr. Baveuman. They have discussed the subject with members of 
my staff. I personally did not meet the investigators. 


EFFECT OF HIGH CONVICTION RATE ON COUNTERFEITING 


Mr. Canrtevp. Chief, you tell us that in the criminal cases involv- 
ing crimes over which the Secret Service has jurisdiction, cases reach- 
ing the courts, convictions approximate 98 percent and that some of 
the Federal judges are handing out sentences of 15 to 25 years. It 
seems to me that if adequate publicity were given these facts, that 
publicity alone would be a deterrent. Do you think that adequate 
publicity is being given to these facts ? 

Mr. BauauMman. That one 25-year sentence occurred in your area, 
Mr. Canfield, and it did receive quite a bit of publicity. 

Mr. Canrievp. I am glad to hear that, because we have had too 
much counterfeiting in my area. 

Mr. Baveuman. It was a deterrent; because we heard from cer- 
tain sources that it was felt that it was too hot to handle counterfeit 
money. But then again, unfortunately, certain groups, perhaps from 
the temptation of making a few dollars, will still take that chance. 
In this particular area, it did decrease the amount of counterfeit 
notes in circulation tremendously. But now it is sort of coming up 
again. 

Mr. Canrmxp. In prior appearances you have told us that there 
was complicity with foreign gangs and, if I remember correctly, you 
once showed us some currency that was made in China. 

Mr. BaveuMan. Yes. 

Mr. Canrretp. Where are the bad notes coming from now ? 

Mr. Baveuman. The majority of our counterfeit notes are com- 
ing from the European area and are being brought in by seamen and 
some refugees. We have not had any cases where refugees have 
brought them in knowing that they were counterfeits, but rather 
they have been involved in black-market operations. They receive 
them in black markets over there in violation of currency exchange 
regulations in the foreign countries, and bring them in. When they 
go to deposit them in banks or to pass them, they are detected. 

In regard to those exceptionally well-made, what I call, Chinese 
notes, we were very fortunate since I was last here—I say we, because 
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we indirectly assisted the British authorities in Hong Kong who 
were successful in arresting five Chinese and they seized approxi- 
mately $638,000 of these $50 and $100 bills. These are best 
counterfeits we have ever received of the small-sized currency. There 
is a package there of about $23,000. These are the fifties. They are 
practically perfect. 

Mr. CanrieLtp. What is the bill that is counterfeited most exten- 
sively at this time, Chief? 

Mr. Baveuman. The $10 bill, and the $20 follows closely. 

Mr. Canrtevp. How high do those counterfeits reach? I see you 
have some $100 bills here. 

Mr. Baueuman. They print them up to $1,000. 

Mr. James. What process is used to print these ? 

Mr. Baveuman. That is intaglio. 

Mr. Canrietp. Are you still printing and disseminating your Know 
Your Money pamphlet ¢ 

Mr. Bauguman. Yes; we are. I have some here, if the new mem- 
bers would like to see them. Not only the Know Your Money book- 
let, but a 4-page pamphlet. 

Mr. Canrrevp. Is the 4-page pamphlet something new ¢ 

Mr. Bavcuman. No; we have had something similar to that in 
the past, but this has been considerably cut down to save on printing 
cost. We just do not hand out this booklet to anybody. They go 
mostly to schools and bankers. , 

Mr. Canrtevp. You believe this booklet is very helpful to men of 
business, Chief ? a 

Mr. Bavcuman. It has helped tremendously. The Government 5 
Printing Office sells quantities to banks and business houses, some 
of which buy them in large quantities. 

Mr. CanrreLp. How much does it sell for ? 

Mr. Baveuman. Fifteen cents, and then there is a 25-percent dis- 
count if they buy 100 or more. 
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NEW EQUIPMENT 


Mr. Canrtexp. In the main, what is your request for new equip- 
ment ? 

Mr. BaveuMman. A central radio station in San Francisco. That 
is the only request. Also replacement of typewriters and, as to auto- 
mobiles, we are asking just for replacements of 35 old automobiles 
that have very high mileage and are ist very poor condition. 

Mr. Canrtevp. That is all, Mr. Chairman. 










NUMBER OF EMPLOYEES 


Mr. Steminskr. For 1948 and 1950, what is the number of people 
you had in the field ? 

Mr. BaucuMan. In 1948 we had 328 employees. That is the total. 
That includes agents, clerks, everyone. 

Mr. Sreminsxr. And in 1950? 

Mr. Baveuman. Three hundred forty-seven was the average em- 
ployment. 
Mr, Sremrnsxt. Thank you. 
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RECRUITMENT 


Mr. Taytor. Congressman Gary, a while ago you asked about, re- 
cruitment. I would like to say at this time that we have recruited up 
to 390. That is all the employees we could recruit up to February 1. 
The additional 33 people that were granted us in the second supple- 
mental appropriation act was something that became effective as of 
February 1. ‘Those are the ones we are recruiting now. 


RADIO STATION, SAN FRANCISCO 


Mr. Gary. Chief Baughman, why is it necessary for you to have a 
separate radio station in San Francisco? 

Mr. Baveuman. That is a metropolitan city and it is of great help 
there. That would be primarily for criminal cases, particularly if you 
have any surveillance jobs. 

Mr. Gary. How many agents do you have in San Francisco? 

Mr. BaucuMman. We have 10. 

Mr. Gary. Do you have a radio station anywhere else? 

Mr. BaveuMan. We established the station transmitter in the build- 
ing where the agents are located, the same as in New York City. 

Mr. Gary. Do you have a radio station in New York, too? 

Mr. BaucuMan. Yes, sir. 

Mr. Gary. In how many cities do you have a radio station ? 

Mr. BaveuMan. Boston, New York, Philadelphia, Washington, 
Chicago, and Kansas City; seven. 

Mr. Gary. Could you not use the radio facilities of the regular 
police departments ? 

Mr. Bauauman. Not very well for our work, Mr. Chairman. We 
call directly. We keep on our own channel, so that we can move and 
come and go without interference. There are some cities where we 
have a police radio in the car, but then again we could not use their 
facilities to constantly transmit messages back and forth. In other 
words, it is an advantage to have your own set right in the office 
if you want to call someone immediately. 


COST OF RADIO STATION OPERATIONS 


Mr. Gary. How mueh does it cost to operate one of those stations, 
es Ay, weet d 

Mr. Baveuman. The installation of a central station complete 
costs $3,152 and to outfit each car $754. 

Mr. Gary. For each car? 

Mr. BavcuMan. For each car. 

Mr. Gary. Does the FBI operate separate stations ? 

Mr. Baucuman. I understand they do. 

Mr. Gary. You could not work on the same station? 

Mr. Baveuman. No. You would have interference one with the 
other. Frankly, we discussed it in the Treasury Department. We 
have given it consideration. 

Mr. Gary. You have given us the cost of the installation. What is 
the cost of operation ? 

Mr. Bavcuman. That would bea minimum. It has been our expe- 
rience that usually the cost involves a bulb or tube that may blow, 
something like that. There is no great upkeep for repairs. 
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Mr. Gary. Do you employ radio operators? 

Mr. BavcuMan. No; we use our own personnel, for the receiver and 
the transmitter in the office near the agent in charge and he can call 
and receive messages. We have no extra help for that purpose. 


PURCHASE OF AUTOMOBILES 


Mr. Gary. You are asking for some additional automobiles. How 
many have you got now? 

Mr. Baveuman. One hundred and eighty-two. 

Mr. Taytor. We will have 182 when we acquire the additional 
4 that were allowed us in the last supplemental. 

Mr. Gary. Where are they stationed ? 

Mr. Bavenman. Throughout the country. I can give you a break- 
down of that, if you wish. 

Mr. Gary. I understand that the Ways and Means Committee had 
quite a discussion concerning automobiles in Washington, and the 
number of them, owned and operated by the Government. 

Mr. Bavucuman. I read that, Mr. Chairman, and frankly that is 
why I have these figures broken down as to locations. 

Mr. Canrtexp. I have noticed them, too, and a great many of them 
J the names of these new agencies. 

Mr. Gary. It would seem that all Government departments get 
automobiles except the Congress. They have to furnish their own. 

Mr. Bavcuman. We will have 182 automobiles for 287 agents. In 
some localities, particularly where we have a small office, maybe two 
or three men, it is necessary for each agent to have a car so he can get 
out on the road and do a full day’s work. Otherwise he would have 
to use other means of transportation. But as to any misuse of the 
cars, we have very strict regulations. They do not abuse the privilege 
of taking them home at mght, unless they have ‘eige? authority and 
they are actually working at night or late into the night. The cars 
are not assigned for the agent’s convenience or for their own trans- 
portation from work to home. 

Mr. Gary. You have 182, you say? 

Mr. BavcumMan. One hundred and eighty-two. 

Mr. Gary. And does that include the new ones that we authorized ? 

Mr. Bavucuman. Yes, the four. We have not received those yet. 

Mr. Gary. You are requesting how many additional? 

Mr. Baucuman. We are not requesting additional cars. We are 
asking for 35 replacements. Practically all of those that we have in 
mind with the exception of one or two—one was in a fire—have 
60,000 miles and some 90,000 miles on them and are in very poor 
mechanical condition and the cost of repairs would be very expensive. 

Mr. Gary. So you are not asking for any additional ? 

Mr. BavcuMan. No additional cars, 

Mr. Gary. We authorized 21 this last year. Were they replace- 
ments ¢ 

Mr. Baveuman. No. 

Mr. Gary. There were 4 additional cars and of the 2} that we au- 
thorized those 4 were the additional cars while the rest were replace- 
ments? 

Mr. Taytor. There were only 19 cars provided and they were all 
new cars. There were no replacements involved. 
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Mr. Gary. I understand that according to the bill you got 21. 

Mr. Tayior. When the original appropriation request was sub- 
mitted the request was for 21 cars and through oversight the language 
was not changed to 15, which was the number we were originally 
allowed funds for. Then when we came in for the supplemental 
request for four additional cars we requested that the language remain 
the way it was, because there were already a sufficient number there 
to take care of the additional 4, which made a total of 19 cars that 
we purchased this year. We did not receive money for 21 ears. 

Mr. Gary. The 19 were new cars? 

Mr. Taytor. They were new cars. 

Mr. Gary. They were not replacements? 

Mr. Taytor. They were not replacements. The 19 cars were for the 
additional agents that were allowed. 

Mr. Gary. But the 35 you are requesting now are all replacements ? 

Mr. Tartor. That is correct, and they are either over 6 years old 
or have gone over 60,00 miles. 


SaLarigs AND Expenses, Wuire Hovse Potice 


Funds available for obligation 





1950 actual | 1950 estimate | 1952 estimate 





Appropriation or estimate $370, 000 
ferred from ‘Salaries and expenses, Office of the Treas- 
urer,”’ pursuant to Public Law 583 34. 500 








Adjusted appropriation or estimate 404, 500 
Unobligated balance, estimated savings —3, 273 |_--- 





Total obligations 401, 227 











Obligations by activities 


Protection of White House and grounds: 


Obligations by objects 





Object classification 1950 actual | 1951 estimate | 1952 estimate 





Total number of permanent positions 110 174 17 
Average number of all employees , 170 





Personal services . $625, 852 
UNE ne ncn clsenacccuceucanerecs 0 10 
Other contractual services ‘ 506 850 1,418 
Supplies and materials § 19, 000 
Equipment 20 720 





Total obligations 647, G00 











1 Includes amount appropriated in the Second Supplemental Appropriation Act, 1951. 


Mr. Gary. The next item is “Salaries and expenses, White House 
Police.” In that connection we will insert in the record page 250 
of the justifications, from which it appears that you are asking for 
an increase of $125,000 for this 1tem. 
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(The matter referred to is as follows:) 





SALARIES AND EXPENSES, WHITE House POLICE 


Analysis of appropriation base for fiscal year 1952 


Regular appropriation, 1951 act_..-~ £ $418, 000 
Supplemental appropriations for 1951- wie -_. 104,000 













Total appropriation, 1951 PAE REE 
Addition: Protection of White House and grounds__---._~--_ 121, 304 












Appropriation base for 1952....._..-.----- 
Appropriation estimate for 1952----._.---.-------~--- 647, 000 

































Increase over appropriation base for 1952__-.-.._--.___--_-____ 
Increase or decrease from total appropriation, 1951 


Comparison of appropriation base with appropriation estimate for 1952 





} 


Appropriation esti- 
mate for 1952 
Activity i 
Average 
positions 


Appropriation base . 
for 1952 Increase or decrease 








Average | 
positions) 
| 


Average 
Amount positions Amount Amount 








1. Protection of 





White House and 


grounds_.__...._._. Ruger oera ted 170 $643, 304 170 $647,000 |_....-_-- $3, 696 
Adjustment in base (met). ............- —O0 | ~<$0R O06 foo 2l 36 121, 304 





Total, appropriation 1951 and 
appropriation estimate 1952___- 134 36 125, 000 























Mr. Gary. Will you give us some explanation of this? 4 
Mr. BaveHman. That is to project additional men ona full © 
year’s basis, for the 23 that you granted us last year. From November © 
1 plus the 41 additional White House policemen granted from Febru- 
ary 1,1951. That projected amount would be $121,304 and the bal- 
ance of $3,696 is composed of step-up promotions, supplies, and mate- 
rials and equipment. 

Mr. Gary. None of that is used for District of Columbia police 
force at all? 
Mr. Baucuman. No. 
Mr. Gary. It is only used for your own force? 
Mr. Baveuaan. That is correct, sir. 


OBLIGATIONS 


Mr. Gary. Can you give us your obligations on this White House 
Police force item to the latest date available? 

Mr. Taytor. Obligations as of December 31 were $207,748. In con- 
sidering this I would like to point out that 41 of these additional police 
were granted from February 1, and 23 of them were granted from 
November 1, so this obligation figure if extended out would not give 
an entirely clear picture unless you take into consideration the addi- 
tional amount allowed for the additional police officers. 

Mr. Gary. Also, will you tell us the number of District police that 
are assigned 
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Mr. Bavenman. On a temporary basis? 

Mr. Gary. Yes; the number that you are using. 

Mr. Bavecuman. The number of them in and around the Blair 
House? 

Mr. Gary. The number that you are using altogether. 

Mr. Baveuman. That is the only place we have them. 

Mr. Gary. To supplement your force. 

Mr. Baveuman. I will insert the figure. 

(The information requested may be found on p. 123.) 


NUMBER OF CASES 


Mr. Sreminskr. In 1948 you had 32,000 check cases and 5,033 of the 
other cases. You jumped 1,000 cases in counterfeiting between 1948 
and 1950 and you took on 25 more people. In 1952 it is anticipated 
that you will have 2,681 counterfeiting cases and 34,211 check cases. 
That is about the ratio, if it holds true. In order to take care of this 
increase, 25 more men were requested. 

Mr. Baueuman. That is correct as to the ratio, although as to 
counterfeiting we are about holding our own right now. It is about 
the same as last year. 

Mr. Gary. Do the local police handle any of these check cases at 
all, or do they call them to your attention ? 

Mr. Bavenman. As to forged Government checks, they turn them 
over to us or the post-oflice inspectors. We work very closely with 
them. They are interested in thefts from the mail while we investi- 
gate the forgery. 

Mr. Gary. What about the local police, though ? 

Mr. Baueuman. If they receive any information about the forgery 
of a Government check, they report it to us. They do not poste 
carry on the investigation, except perhaps in some rural areas. We 
may ask some of the local police officers or sheriffs to make certain 
inquiries and send the results in to us, in order to avoid long-distance 
travel. But they do not have any men detailed to our Service or as- 
signed to investigate such cases. However, if it is a question of arrest, 
if we need any help, a local detective will gladly cooperate. 

Mr. Gary. What I mean is this. Suppose a soldier’s wife is due to 
receive a Government check, for an allowance. The check comes in and 
somebody takes it out of the mail box, forges and cashes it. The 
soldier’s wife reports the loss to the local police. Do they investigate 
or do they immediately report to the Post Office Department or to 
you? 

" Mr. Bavcuman. They would report it to the post-office inspectors 
or the Secret Service. 

Mr. Gary. They would not do anything on it? 

Mr. BaucuMan. That is correct. 

Mr. Taytor. A while ago you mentioned certain figures on checks 
and counterfeit cases. I would like to call your attention to the fact 
that in addition to the cases which we expect to receive for the year we 
have a backlog of 18,000 cases that we would like to cut down, as well 
as try to maintain our current level. 

Mr. Stemrnskt. I was merely trying to establish a slide rule. It 
would seem that for 2,000 cases you need 25 more people. I looked 
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at the check cases for 1948 and the counterfeiting eases for 1948. Then 
I jumped over to 1950 and the contrast was 32,000 in 1948 and 33,000 
in 1950, 523 in 1948 of the counterfeiting cases and 1,681 in 1950. I 
just used those figures to get a ratio. It would seem that for every 
increase of 2,000 you need 25 more men. Just a matter of informa- 
tion. 


LIMITATION ON EMPLOYMENT OF ADDITIONAL PERSONNEL 


Mr. Gary. Chief, I notice that you are asking us to insert a proviso 
that this appropriation shall be available for the employment of 
additional personnel without regard to the limitation contained in 
section 2 of the act of August 15, 1950. What is the limitation placed 
there? 

Mr. Tayvor. Public Law 693 of August 15, 1950. The limitation 
was 133, 

Mr. Gary. How many do you have now? 

Mr. Taytor. If we are able to hire the number we are provided 
funds for this year it will be 170. 

Mr. Gary. Why do you not get that law changed? You did for 
1950. 

Mr. Tartor. The purpose of doing it that way is this. It was due 
to the emergency conditions that might exist so that if we had to have 
additional men we could go ahead and request them without going 
through a change in language. 

Mr. Gary. But you have the limitation, though. Why not increase 
or eliminate the limitation ? 

Mr. Jonnson. This proviso was in the language in the supplemental 
act and was necessary in order for us to increase the force. 

Mr. Gary. I understand that, but this is subject to a point of order. 
If somebody were to raise a point of order against this on the floor, 
it would go right out. And then you would be limited to 133. My 
point is that as long as the act was amended in 1950, why did you not 
take up that authorization at that time? 

Mr. Jounson. I think the Chief is in a better position to speak to 
this point than I am, but I would merely like to refer to it. There 
is a question, I believe, involved as to just how man ts are going to 
be required when the White House is completed. e Chief felt, and 
I believe he will so state, that he thought it would be advisable to wait 
until he could reappraise the situation when the President got back 
to the White House, before we sought amendatory legislation. 

Mr. Gary. It seems to me you might at least have raised it to a point 
where you could justify these increases you are asking now. When 
did that change take place? 

Mr. Tayvor. The first change in number was made in connection 
with the first supplemental which authorized 23 additional police. 
The Second Supplemental Appropriation Act, approved January 6, 
1951, provided that the appropriation granted shall be available for 
employment of additional personnel without regard to the limitation 
contained in section 2 of the act of August 15, 1950—Public Law 693. 
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Mr. Gary. You are just running into a’point of order here and if 
somebody raises it on the floor of the House this item will go out. 

Mr. Jonnson. I think we might mention the fact that the 5-day 
week provision brought about the necessity for an increase in force 
and then we asked for other funds to increase the force, but we had 
no choice then = to ask you to insert the language. 

Mr. Gary. You have not applied to the other committee for a 
change ? 

Mr. Jounson. No, sir; we have not, for the reason I stated a moment 
a 

Mr. Gary. Do you have any change in language? 

Mr. Tayrtor. No, sir. 

Mr. Gary. You have the Vice President inserted in this bill but 
that was also inserted in the supplemental. 

Mr. Jounson. That is subject to a point of order, too, although we 
do have a bill up on that. 


SALARIES AND Expenses, Guarp Force 


Funds available for obligation 























1950 actual | 1951 estimate | 1952 estimate 
DIRECT OBLIGATIONS | 
Appropriation or estimate Te ES etek ated Sg papa nee Rae $700, 000 $700, 000 $450, 000 
Transferred to “Operating expenses, General Services | 
Administration,” pursuant to Reorganization Plan No. 18..|.-....-....--- WER SOP Soa vtacaomdutnn 
Adjusted appropriation or estimate -.-_-..................- 700, 000 71, 241 | 450, 000 
Unobligated balance, estimated savings. -_-.-...-.....-.-..---- PRO OOe Fo. 355k O- BL .. .G. 
Dt encescgeunstatdaceanatwasies Sa IRAE at haat 
Obligations incurred..............---------+-----+<----- 675, 075 | 669, 241 | 450, 000 
Comparative transfer to Preseaannend a General Serv- 
ices Administration” _.........-. = — 40, 657 | ont, SED bona pescineseon 
| i j 
Total Meet obligations..................-.--=----------- pi 634, 418 | 656, 730 450, 000 
| 


REIMBURSABLE OBLIGATIONS 
Reimbursements for services performed _-............--.------ 209, 260 200, 000 | 398, 560 
843, 678 | 856, 730 | 848, 560 





NE ha eds anids a deirdic hidgeiiirannstecheen 





Obligations by activities 





Description | 1950 actual | 1951 estimate | 1952 estimate 





DIRECT OBLIGATIONS 


Safeguarding Government securities and protection of Treas- 


EY DN ian ch sii Shika eke th Skdd sth nee Jones. $634, 418 | $656, 730 | $450, 000 
| } | 
REIMBURSABLE OBLIGATIONS 
| | } 
Safeguarding Government securities and protection of Treas- | 
IE fl gee Ce aan eh Janna eabblonthipmeind 209, 260 | 200, 000 398, 560 





I en Een dtlen wavinenadeodee al 843, 678 856, 730 848, 560 
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Obligations by objects 



























































Object classification 1950 actua] | 1951 estimate | 1952 estimate 
SUMMARY OF PERSONAL SERVICES 4 
Total number of permanent positions 280 a4 271 i 4 
Average number of all employees. - -....---------------------- 273 FE 
iG . 
Personal service obligations: a 
EE I on noc icncnonsssauneencse ue = $792, 170 ome, — 4 
Regular pay in excess of 52-week base._.........----------| 2, 958 |..------..---- 3 
Payment above basic rates. ..........-..--------- 38, 770 38, 735 38, 735 
Total personal service obligations_-............-.-------- 820, 252 830, 905 824, 835 
DIRECT OBLIGATIONS 
en Se hk is iest lL aisle ed ded 610, 992 630, 905 433, 675 t 
SEC 529 700 700 ie 
03 Transportation of things-_. 126 300 200 
04 Communication services 54 700 700 3 
07 Other contractual services. -............-.......---.------ 2, 652 3, 530 2, 830 4 
eS Se aan 18,351 18, 095 11, 395 e 
RE EET TIES OY een 1,149 2, 500 500 e 
13 Refunds, awards, and indemnities.................--.--.-- TERRE, SEPT onto 4 
i ne eS 634, 418 656, 730 450, 000 : 
REIMBURSABLE OBLIGATIONS 
01 Personal services_- Te ee 209, 260 200, 000 391, 160 a 
7 Mien am IR eo ssc au cnn Addo apa be Bic Reasake send 700 : 
oe a ee nll RE MACE SS ues RES Se 6, 700 : 
Total reimbursable obligations__................-......- 209, 260 200, 000 398, 560 & 
ESS EEE a a SP ete mS 843, 678 856, 730 848, 500 : 





Mr. Gary. The next item is “Salaries and expenses of the guard 


force,” in connection with which we will insert page 253 of the.justi- : 
fications : : 


SALARIES AND EXPENSES, GUARD FORCE 


aE hs ie he, 


fh aA R 








Analysis of appropriation base for fiscal year 1952 ry 
Regular appropriation, 1951 act (less sec. 1214, reduction $2,000) _-___ $698, 000 a 
Supplemental appropriation for 1061... . ee Le q 
NS TR A RAS LL AE iE aia LR 698, 000 4 
Reductions: Safeguarding Government securities and protection of 4 
Surety em sa a ee tht kent eles —249, 711 
Appropriation base for T0GBoi i) 448, 289 
SRE RNS NN 2 oa, se cesenccaionainnanecisicapeneciens 450, 000 
Increase over appropriation base for 1952___.___-_____________ 1, 711 
Increase or decrease from total appropriation, 1951_-__.___-___ —248, 000 z 


Comparison of appropriation base with appropriation estimate for 1952 





































Appropriation base | Appropriation esti- 
for 1952 mate for 1952 Increase or decrease 
Activity 
Average Amount Average | Amount | Average Amount 
positions positions! ~ jPositions} * 
——-|- | 
1. Safeguarding Government securities | 
= protection of Treasury Build- | 
LEE EL A 138 | $448, 289 138 | $450,000 |........- $1, 711 
Pon oe fo) ae 79 249, 711 |---<----- eae se Set 79 — 249, 711 
Total appropriation 1951, and ap- | | | 
propriation estimate 1952......| 217 | 698,000} 138} 450,000 + += 79 | +248, 000 
| | | } 
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Mr. Gary. There you are asking for a decrease of $248,000. That 
is very refreshing and there must be some reason for it. What is the 
answer ¢ 

Mr. Bavcuman. There is still a reduction in our personnel. 

Mr. Taytor. Fifty-five of those seventy-nine are employees who 
will be officers or guards at the Bureau of Engraving and Printing. 
Formerly they advanced to us or reimbursed us for approximately 
70 guards there. Now they are going on a completely reimbursable 
basis, so it has been estimated that it takes 125 employees to protect 
the Bureau of Engraving and Printing and its annex. So we have 
taken out 55 additional guards to bring it to 125. That is what the 
$190,675 represents. It represents 55 additional guards with related 
expenses in the Bureau of Engraving and Printing, which they will 
reimburse us for this year and we will not ask for it by direct appro- 
priation as we did last year. 

Mr. Gary. You furnish the guards? 

Mr. Taytor. That is right. 

Mr. Gary. The Bureau of Engraving and Printing will pay you 
for those guards? 

Mr. Taytor. They will reimburse us. 

Mr. Gary. I suppose that is part of the new business scheme down 
there and they will add the salaries as part of their work cost. We 
are just paying for it in a different way. 

Mr. Taytor. That is right. 

Mr. Gary. So that there are really no decreases in force, but you 
have a new method of paying this? 

Mr. Taytor. Not with respect to that item. 


EMPLOYEES 


Mr. Gary. Are you asking for any additional employees there? 

Mr. Taytor. In our direct appropriation we are asking for nine 
less than last year. 

Mr. Gary. Why is that? 

Mr. Taytor. We feel, due to the turn-over, we will not need the 
salaries of approximately nine employees and in addition we can 
absorb the within-grade salary advancements, 

I was afraid that you were not taking into consideration this back- 
log which we also have to carry along with current receipts each year. 
That is our big headache now. 

Mr. BaucuMan. We have another problem in regard to the check 
cases, too. We had men temporarily assigned to the President’s pro- 
tection, until we were granted funds to replace these men which would 
cause a further decrease in the cases closed. 

Mr. Gary. If there is nothing further, the committee will recess, 
pursuant to our decision earlier today, until 10 o’clock on Wednesday. 
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Wepnespay, February 14, 1951. 
UNITED STATES COAST GUARD 
WITNESSES 


VICE ADM. MERLIN O’NEILL, COMMANDANT 

REAR ADM. A. C. RICHMOND, ASSISTANT COMMANDANT 

CAPT. R. E. WOOD, CHIEF, PLANNING AND CONTROL STAFF 
COMMANDER J. A. ALGER, JR., CHIEF, BUDGET DIVISION 

T. JACK GARY, JR., ACCOUNTING ADVISER TO THE COMMANDANT 
LT. J. F. PHAIR, ACTING ASSISTANT CHIEF, BUDGET DIVISION 
CAPT. J. L. STEINMETZ, CHIEF, RESERVE DIVISION 

WILLARD L. JOHNSON, DEPARTMENTAL BUDGET OFFICER 


GENERAL STATEMENT 


Mr. Gary. Gentlemen, we start this morning with the budget esti- 
mates for the United States Coast Guard. Admiral O'Neill, do you 
have a general statement? 

Admiral O’Nemu. Yes, sir; I have, Mr. Chairman. 

Mr. Gary. We shall be glad to hear from you at this time, Admiral. 

Admiral O’Netu. Thank you, Mr. Chairman. 


GENERAL 


The Coast Guard appropriation request for 1952 totals $197,347,000. 
This figure compares with $168,575,000 appropriated in the regular 
appropriation act for the current fiscal year. The increase of $28,- 
772,000 includes an amount of $23,000,000 to continue the port security 
program initiated in 1951 and not hitherto included in the annual 
appropriation requests; also an amount of $4,365,000 to carry out the 
provisions of the Dependents Assistance Act of 1950 (Public Law 
(71, 81st Cong.) and an increase of $1,000,000 in the amount appro- 
priated in 1951 for reserve training. 


OPERATING EXPENSES 


The 1952 estimates for “Operating expenses,” as in 1951, have been 
prepared on an activity basis under four activity headings: (1) 
“Search, rescue and law enforcement”; (2) “Operations of aids to 
navigation”; (3) “Operation of ocean stations”; (4) “Port security”, 
a new activity. The increase for “Operating expenses” is largely com- 
posed of: (1) An increase in number of expirations of enlistment 
anticipated in 1952 compared to 1951; (2) increase in quarters allow- 
ance for enlisted personnel under the provisions of the Dependants 
Assistance Act of 1950 (Public Law 771, approved September 8, 
1950) ; and (3) operating costs for the new activity “Port security.” 
These increases are partially offset by a decrease in the amount in- 
cluded for maintenance of vessels. 


ACQUISITION, CONSTRUCTION AND IMPROVEMENTS 


The amount included for capital expenses under the heading “Ac- 
quisition, construction, and improvements” represents a decrease of 
$1,000,000 below that provided for the current fiscal year. Of the 
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$16.000,000 requested, $11,109,000 is required to provide for the pur- 
chase of aircraft to replace wartime manufactured Navy and Air 
Force planes which are rapidly approaching a state of obsolescence. 
Procurement of these replacement aircraft is essential if the Coast 
Guard is to carry out its search and rescue missions. This project 
is a part of an orderly aircraft replacement program designed to 
maintain operational effectiveness of Coast Guard aviation. 

The estimate also includes $1,889,000 for completion of a three- 
station loran chain in the Gulf of Alaska, supplementing a $1,150,000 
allocation from the 1951 appropriation. This project will complete a 
belt of loran coverage extending from the lower California area. 
to the vicinity of the Asiatic mainland via the west coast of North 
America and the Aleutian Islands. 

A Coast Guard survey board has determined that a number of 
facilities may be disestablished in the interest of economy without 
increasing maritime hazards, Ultimate savings are expected to 
amount to about $380,000 a year. In some cases, relatively minor 
modifications to the existing aids to navigation system must be ef- 
fected before recommendations of the board can be implemented. A 
project in the amount of $435,600 to provide for accomplishment of 
these modifications is included in this estimate. 

Other items in this estimate represent essential improvements and 
repairs to existing Coast Guard facilities to insure continued opera- 
tional effectiveness and the establishment of urgently needed aids to 
navigation. 


RESERVE TRAINING 


For “Reserve training,” an increase of $1,000.000 is being requested 
to expand the scope of the program of training over that which can be 
supported by the present, limited, $1,000,000 program. It is also 
er that a new appropriation title, “Reserve training, Coast 

uard,” be established to separate funds for reserve activities from 
regular operating funds in the interest of improving and simplifying 
budget presentation. 


RETIRED PAY 


The estimate for “Retired pay” represents an increase of slightly 
over $1,000,000 over the appropriation for fiscal year 1951, attributable 
to an expected increase of 425 in the average number of persons to be 
carried on the retired list. 


OPERATING PROGRAMS 


Except for the establishment of the new port security program 
some change in Reserve training, and the manning of ocean stations, 
there is no material difference in Coast Guard operations over that of 
1951. My comments on 1952 Coast Guard operations will be con- 
fined to these matters. 


PORT SECURITY 
The port security program, initiated in October 1950, provided for 


an increase of 500 officers, 70 warrant officers, and 4,202 enlisted men. 
The estimate for 1952 contemplates carrying this program on a full 
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year basis. The duties imposed on the Coast Guard under the above 
may be grouped into four operations, as follows: 

(1) A limited pe to prevent, so far as practicable, the importa- 
tion of atomic and other weapons of unconventional attack. It is pres- 
ently intended to only board and inspect suspected vessels, and, since 
no continuous patrol is contemplated, inspection will be probably 
ry to those vessels when advance notice of their arrival is avail- 
able. 

(2) Control and supervision at the loading of explosives and other 
dangerous cargoes. Attention is focused on explosive loading activi- 
ties in certain port areas but will be extended as practicable to such 
activities in other areas. 

(3) Prevention of subversives from sailing on merchant vessels of 
the United States. This will be accomplished by denying employment 
on American merchant vessels to merchant seamen who do not hold 
specially validated documents. These special documents will be issued 
to seamen only, after a name clearance check with intelligence agencies. 

(4) Denial of access to subversive and other undesirable persons 
to designated restricted water-front areas and vessels therein. This 
requires the identification of water-front workers to detect subversives 
and other undesirable persons and of land and water patrols on and 
around the restricted water-front areas to control access thereto. 
Activity under this program is focused on areas wherein shipping 
activities in support of United States military operations and the 
military defense assistance program are in progress in major United 
States port areas. 

Comment should be made that the activities described are not a 
complete port security program, and a study of the needs in this field 
is being made continuously not only by the Coast Guard but by other 
agencies of the Government to determine whether the undertaking is 
adequate for the national interests. Present indications are that the 
program will not be deemed adequate and even before the build-up 
under the projected plan is complete, augmentation will be required 
in the interest of national defense. 


RESERVE 


For the first time, funds were appropriated by Congress for fiscal 
1951 to provide for the training of reserve personnel. Although this 
appropriation of $1,000,000 was scarcely more than enough to initiate 
the program, it was the first recognition Congress had given to the 
need for reserve training in order to meet Coast Guard’s responsibility 
upon mobilization. Atthe time the appropriation was made, emphasis 
was placed particularly upon the nS | to train Coast Guard Reserve 
personnel for port security responsibilities. On several previous occa- 
sions, it has been pointed out that the Coast Guard must be ready to 
serve with the Navy whenever called upon and that certain specific 
duties and responsibilities have been assigned by the Navy to the 
Coast Guard, the performance of which duties and responsibilities 
are in no way a duplication of duties assigned to the Navy. 

Immediately following mobilization, the Coast Guard is expected 
to expand its search and rescue, beach patrol, inshore and offshore 
patrols, aids to navigation, weather stations, port security, and other 
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specialized duties. Since during this period immediately following 
mobilization the Coast Guard will not be drawing any personnel from 
selective service and since much of the requirements are of a highly 
specialized nature, it is most important that adequate funds be ap- 
propriated for Reserve training. 


OCEAN STATION PROGRAM 


In the fiscal year 1951, the Coast Guard continues to operate five 
and two-thirds stations in the Atlantic. In July, the Netherlands 
relieved the Coast Guard of manning station Able one-third of the 
time and during the same month the Coast Guard took over the re- 
maining one-third of station Baker from Canada. 

In the Pacific, the Coast Guard continued to man three ocean sta- 
tions during the first part of fiscal year 1951, the only change being 
the discontinuance of station Oboe on the Seattle to Honolulu route 
in August and the establishment of station Sugar between Tokyo and 
Shemya in September because of the urgent military requirement 
brought about by the substantial increase in trans-Pacific air opera- 
tions. The Navy established and is manning ocean station Victor on 
the Tokyo to Midway Island route for the same reason and has re- 
quested the Coast Guard to assume manning of this station as early 
as possible. 

The Bureau of the Budget has, within the last few days, approved 
the Coast Guard’s taking over and manning stations Victor and 
Queen by July 1 of this year, with the understanding that the Navy 
is to provide and activate vessels for this operation. Details are pres- 
ently being worked out with the Navy and the enlarged ocean station 
program will require a modification upwards of the estimates before 
you. 

In December, Canada commenced manning station Peter in the 
Gulf of Alaska full time, permitting the United States to establish 
station Uncle between Honolulu and San Francisco. 

A total of 10 ocean stations are maintained in the Atlantic Ocean 
through international agreement by seven nations, of which the 
United States share is five and two-thirds stations; United Kingdom, 
one and five-sixths; France, five-sixths; Netherlands, two-thirds; 
Norway, Sweden, and Belgium each, one-third station. In the Pacific 
Ocean, six stations are being manned, one by Canada, one by Japan, 
and four by the United States, of which three are Coast Guard oper- 
ated and one Navy operated. 


MANAGEMENT IMPROVEMENT 


I would like to touch briefly on the subject of management improve- 
ment within the Coast Guard. This is a continuing program for im- 
provement of management practices in every field of Coast Guard 
activity. 

New systems of general accounting and cost accounting have been 
installed in each of the 12 district offices. There has also been in- 
stalled at the Coast Guard yard a commercial type accounting system 
designed for the purpose of obtaining the cost of industrial work per- 
formed at the yard. Because of the great difference in principles and 
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concepts between the new and old accounting systems a considerable 
period is required to train accounting personnel in the application of 
new procedures. It is anticipated that the new accounting system 
will be completely installed and operating on a current and accurate 
basis by the end of this fiscal year. 

In the field of supply, the installation of a strengthened system of 
supply has progressed rapidly and as of now nine supply depots and 
two supply centers, in different geographical sections of the United 
States and its possessions, are already in commission. Two additional 
depots will be in commission before the end of this fiscal year. 

Epon completion of the supply improvement program installation, 
it is estimated that most of Coast Guard stores and property will have 
been inventoried, priced, and put on record; a system of efficient 
logistic support to Coast Guard units, both afloat and ashore, will be 
functioning; and economy in procurement will be realized through 
$59 distribution of necessary stores and elimination of over- 
stockage. 

Two major problems which have been recognized by the Coast Guard 
for some time concern the proper classification of military and civilian 
jobs to improve striate 5 management and the improvement of the 
management and industrial activities at the Coast Guard yard. 

In order to help solve these problems, the Coast Guard asked for 
and received an allocation from the President’s special fund for man- 
agement improvement for the purpose of contracting with a firm of 
management consultants to conduct a study for further improving 
the allocation of available personnel, by proper grades and ratings, 
among the several operational functions and the many facilities of 
the service. The firm of Booz, Allen & Hamilton was retained to 
conduct this survey. Under the same authority, the firm of Cresap, 
McCormick & Padget was retained to make a study to assist in the 
promotion of efficiency and economy in the operation of the Coast 
Guard yard at Curtis Bay, Md. 

These studies have now been completed and are awaiting submis- 
sion of the final reports for analyses. It is anticipated that numerous 
changes in administrative procedures and management improve- 
ments will be recommended as a result of these two surveys. 

In addition to the above, a long-term project has been recently com- 
pleted with the establishment of a Coast Guard central records de- 
pository at the General Services Administration Records Center at 
Alexandria, Va., thus centralizing little-used records and, at the same 
time, increasing the operating efficiency of Coast Guard- headquarters. 

The above covers, in a general manner, an explanation of the esti- 
mates we are presenting today. I and my staff will be glad to elaborate 
on any phase of the estimates that the committee might care to ex- 
plore in detail. 


REPLACEMENT OF AIRCRAFT 


Mr. Gary. Admiral, you mentioned that you needed considerable 
replacement of aircraft. What is the present situation with reference 
to your aircraft? 

Admiral O’Nemwx. For fiscal year 1952, on which these estimates 
were based, the number of aircraft that we require to meet attrition 
is 12, that is, 4 seaplanes of the long-range type, 7 of the amphibian 
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type, the medium-range planes, and 1 helicopter. Previously, of 

course, we have indicated the need for replacement of these planes 

-_ in the present fiscal year we have funds for the replacement of 23 
anes, 

; Mr. Gary. My impression is that we allowed you a substantial 

sum for replacement last year ¢ 

Admiral O’Neitx. Yes, sir; you did. The number of replacemerits 
last year required to meet attrition was 29 and we have funds this year 
to replace 23 of those. 

Mr. Gary. And you need how many next year? 

Admiral O’Nem. We are asking for funds for replacment of 12 
this year; 11 fixed-wing and 1 rotary-wing. 

Mr. Gary. How old are those planes that you want to replace? 

Admiral O’Nemu. Eight to ten years. 

Mr. Gary. Are you requesting any new planes at all in this ap- 
propriation ? 

Admiral O’Netw. No additional planes; no, sir; merely planes to 
replace present planes. 

fr. Gary. Have you added any additional planes because of your 
port security program ¢ 

Admiral O’Nettu. Three helicopters is all; no fixed-wing planes. 
We were granted that in the supplemental of several months ago. 
We have not actually acquired them yet. 

Mr. Gary. What has been _ experience in trying to acquire these 
new planes to replace the old ones# Can you secure them without 
difficulty ¢ 

Admiral O’Newu. We are securing them, but it takes a long time. 
In other words, as the planes that were authorized in 1950, there were 
four fixed-wing and we are expecting to get delivery on those in 
April of this year. The first one will be delivered in April, so it takes 
almost 2 years to get delivery ; that is, it has in the past. 

Mr. Gary. Is the defense speed-up going to interfere at all with 
your securing of planes? 

Admiral O’Nem. I do not know, Mr. Chairman, whether it will or 
not. Itishard tosay. Of course, the aviation program in the military 
services is being speeded up and it may be that they may work to our 
advantage in getting new planes. 

Mr. Gary. You would have priority with the defense organizations, 
I take it? 

Admiral O’Nemx. We would get these planes on a Navy contract or 
Air Force contract. That is something that we would have to work 
out very closely with the other services and with the manufacturers, 
in regard to Fm of the planes. But it will take considerable time, 
there is no question about that. 


Reserve TRAINING 


Mr. Gary. What have you done toward the establishment of your 
Reserve this year? 

Admiral O’Nem.. You mean Reserve training? 

Mr. Gary. Reserve training. The Congress allowed you $1 million 
last year, to start your Reserve training program / 

Admiral O’Nett,. Yes, sir. 
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Mr. Gary. What progress have you made thus far on that program? 

Admiral O’Netu. We started late on that, Mr. Chairman. I think 
it was around October when we started. There was some delay there. 
We did not have the funds available at the beginning of the fiscal year. 
We actually got started in October and the principal purpose of the 
Reserve training program for which Congress gave us $1 million was 
to concentrate on the training of personnel in our Organized Reserve 
for port security work. Emphasis was placed on port security. 

We outlined 35 Reserve training units, and as of the 12th of this 
month we had 13 of those units actually set up and organized and 
functioning as drilling units. There are 14 in process; that is, com- 
pleting their organizational work. They are well along in that, 
and eight are, you might say, beginning to be formed. 

As of the 12th of this month there were 212 officers and 1,286 
enlisted men in the Organized Reserve under training. It has been 
slow getting started. There is a great deal of work required in order 
to get the program moving, but in my opinion it is progressing very 
satisfactorily, and these units are getting organized, getting started, 
and drilling, and for the rest of this fiscal year they will be able 
to build up and continue their drilling much faster. 

In addition to the Organized Reserve units for port security for 
fiscal year 1952, we want to expand this training to include the 
training of men for other Coast Guard responsibilities in wartime, 
such as manning HFDF stations, aids to navigation, aviation, that is, 
our search and rescue, and missions of that type. 

In connection with the Reserve training, Mr. Chairman, a number 
of the enlisted men and a number of the officers actually were brought 
into full-time active duty. The figures that I gave you, the 212 and 
the 1,286, are those that are actually in organized training units. 
In addition to that we have some in the Volunteer Reserve. Those 
are the reservists who take the 2 weeks’ training. They take the 
correspondence courses, and so forth. They are men in isolated 
towns and in cities where there is no Organized Reserve unit actually 
training. 

The port-security units that I have been mentioning are the ones 
who attend the weekly drill periods. They are paid for drill periods, 
but do not take the 2 weeks’ training. They are organized as units 
eyemamad for port-security activities in the area where they are 
set up. 

_ Mr. Gary. Have you experienced any difficulty in getting the addi- 
tional men authorized for your port-security program ? 

Admiral O’Nemx. Additional men for the present port security 
program ? 

Mr. Gary. Yes. 7 

Admiral O’Nett. No, sir; we have not experienced any difficulty. 
_ Mr. Gary. We authorized additional personnel for port security, 
in the supplemental bill of last year? { 

Admiral O’Nem. Yes, sir. — 

Mr. Gary. Have you recruited the number authorized to full 
strength ? 

Admiral O’Netx. We have recruited all the men in that program 
and almost all the officers. That program provided for 500 officers. 
We have about 400; that is, about 100 officers short, that is all. But 
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all of the enlisted men have been recruited. Many of them have 
gone through the training stations. 

Mr. Gary. Where are you training those men ? 

Admiral O’Nemu. At Cape May and at Alameda. The last of 
those are at the training stations now. 

Mr. Gary. Did you open your training station at Alameda? 

Admiral O’Nemu. Yes, sir; not fully. We reactivated it partially 
to take care of the men that could not be trained at Cape May. 


Munirary PERSONNEL 


Mr. Gary. Is your military personnel now recruited to full 
strength ? 

Admiral O’Nemu. Yes, sir. 

Mr. Gary. And you are not asking for any additional men for 1952? 

Admiral O’Nenu. Not in this; no, sir. 

Mr. Gary. You are requesting in this budget a continuation of 
the additional personnel allowed in the supplemental last year for 
the port-security program ? 

Admiral O’Nemu. Yes, sir. 

Mr. Gary. What effect does that recruiting have on your Reserve 
program—any : 

Admiral O’Nettt, The recruiting for the port security work? 

Mr. Gary. Yes. 

Admiral O’Net. No, sir; the port security program work is sepa- 
rate and apart and different from our Reserve training program, The 
purpose, as I am sure you know, of the Reserve training program is 
to provide us with a nucleus of trained personnel to be ready on 
M-day forall the various missions that the Coast Guard is responsible 
for in wartime. 

Mr. Gary. Including port security ? 

Admiral O’NetLt. Fes, sir; including port security. Last year, 
when we presented our program we presented the ultimate goal that we 
estimated for our Reserve personnel, of about 26,000 men and about 
2,500 officers. That was the ultimate, in order to have that force 
ready on M-day. That, of course, included the port security and all 
these other missions that I have indicated. That was the M-day re- 
-quirement. Of course, it would be entirely unrealistic to try to build 
up all the Reserve that you would need for wartime missions. Some 
expansion, naturally, has to occur after mobilization. 


Reserve TRAINING ProcRamM 


Mr. Gary. The $1 million that was authorized last year for your 
Reserve training program—as I understand it you are asking $2 
million in 1952? 

Admiral O’Nemu. Yes, sir. 

Mr. Gary. You estimated last year, as well as I recall, that ulti- 
mately that program would require about $6 million a year, is that 
correct ? 

Admiral O’Nert. $8 million, I believe, was the figure on that, Mr. 
Chairman. 

Mr. Gary. To what extent will the allowance of $2 million augment 
‘that program during 1952? 
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train was 3,173 and in 1952, with the $2 million, it would be 5,726. 

Mr. Gary. Are these men followimg a — similar to the Re- 
serve program. in the Army, of serving throughout the year, or are 
you having an intensive program of training for a limited period 4 

Admiral O’Nemu. Our Reserve training program follows the Navy 
system. That is, the volunteer reservists train during the 2 weeks’ 
training period, and take correspondence courses. The organized 
units for port security work are trained by attending drill periods one 
night a week and in addition to that correspondence courses, things 
of that nature. 


Activiry In ALASKA 


Mr. Gary. What is the situation now in Alaska? Have activities 
there been stepped up since we were there last fall? 

Admiral O’Nem. I do not know of any additional activities, Mr. 
Chairman. 

Mr. Gary. I meant so far as the Armed Forces are concerned. 

Admiral O’New.. I do not know, sir. We have no increased activi- 
ties up there; that is, the Coast Guard does not have; none to my 
knowledge. 

Mr. Gary. I noticed a statement in the papers the other day that 
the Russians were mobilizing right across from Alaska, which appa- 
rently is part of the war of nerves. I was just wondering if there had 
been any step up in the defense activities there. 

Admiral O’Netx. I could not answer that, I do not know. 

Mr. Gary. But, so far as the Coast Guard is concerned, there has 
been no step up in your activities ? 

Admiral O’Nemu. No, sir. 


New Accountine System 


Mr. Gary. What progress are you making now in the installation 
of your new accounting system ¢ 

Admiral O’Nem. I would like to ask Mr. Jack Gary to answer that, 
Mr. Chairman. He is our accounting adviser. 


Mr. Gary. Suppose you tell us briefly, Mr. Gary, just what progress 
you are making. 

Mr. T. Jack Gary. Mr. Chairman, as Admiral O’Neill indicated, the 
new accounting system recognizes generally two different types of 
accounting. Qne is industrial accounting which we have installed at 
the Coast Guard yard. The other is the system for appropriation 
accounting for purposes of supporting and analyzing figures for the- 
performance budget. 

The system of industrial accounting at the yard was installed pur- 
suant to section 648 of title XIV, which is the Coast Guard basic legis- 
lation ; and that proved in effect that for the work done at the yard, 
an advance would be made for each project order that went to the yard 
on the basis of estimated cost. Then the actual cost of the job that 
was being done, including the direct labor and materials and overhead 
charges would be charged against the project and, upon completion, if 
any amount were left, it would be et as er to the appropriation, or 


any amount over would be collected in addition to the amount origi- 
nally advanced. 


Admiral O’Netx. In 1951 we estimated the number that: we could’ 
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So that in effect the yard operation is on a revolving-fund basis. 
For that reason and also since it is an industrial operation, the accounts 
have been set up on a strictly commercial basis. We have the latest 
financial report me a the 31st of December of this year and we 
produce in the way of financial statements the normal type of accepted 
financial reports for commercial organizations. We have a balance 
sheet, a statement of source and application of funds, and a statement 
of income and expenses, 

Our expenses are broken down further by each shop and each admin- 
istrative activity of the yard That is, the overhead expenses are 
budgeted, each shop has a budget and the financial statement for each 
month shows a statement for the budgeted amount in comparison with 
the actual overhead cost 

It also shows for each shop the total amount of overhead as com- 
pared to the amount of overhead that has been earned from the work 
that was done in the shop and the net extent to which that particular 
shop over or under absorbed the overhead cost This, in effect, is an 
indication of whether the overhead rates are more or less than they 
should be and forms a basis long range to adjust these rates 
accordingly. 

We feel that for the yard the system is completed because it is just 
one facility and the installation is complete there. It was installed 
the 1st of July and it is now operating and we feel that we have at the 
‘Coast Guard yard the kind of financial information that is required 
properly to manage the operations of the yard from a fiscal standpoint. 

Basically we feel the same type of information generally that would 
be used in an industrial undertaking of a private nature, is obtained 
and that the approach, accountingwise and reportingwise has been 
very much the same. 

Now, with regard to the balance of the accounting—that is, the 
accounting for the Coast Guard operations other than the yard—a 
system has been installed in all 12 of the Coast-Guard districts. The 
last installation was the 1st of January of this year, installed in the 
Fourteenth District in Honolulu. The new system has also been in- 
stalled at two of the headquarters units and there remain to be con- 
verted to the new accounting system only five headquarters units. It 
is planned to complete the conversion of those units by the 1st of April. 

nder this system of accounting we get this type of information. 
In addition to the normal type of budgetary information that shows 
the allotments and obligations and how you stand with regard to 
funds, we obtain a cost report each month for each unit. 

For instance, I have here the reports for the Fifth District in 
Norfolk, which shows, for example, for the Coast Guard cutter Men- 
dota a cost for the first 6 months amounting to $193,376, of which 
$149,000 is for military personnel. 

In addition to obtaining the cost of each unit, losses are broken 
<lown by the types of expenditures, such as military personnel, civilian 
personnel, fuel, maintenance, and so forth. The costs for each unit 
are also summarized to obtain the costs for each class of unit. 

For example, taking the Fifth District again, the summary sheet 
for lifeboat stations shows that in the Fifth District there were 27 
lifeboat stations which cost a total of $573,847.45 for the first 6 months 
of this fiscal year. And that again is broken down into the various 
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items that go into it, such as military personal services, fuel, mainte- 
nance, and so forth. 

Then, having obtained the total for each class of expenditure, 
these figures are summarized by class of expenditure. This class sum- 
mary is in the same order as the performance budget information, as 
presented in the budget document. That means that we get from 
each district office a summary of this nature. 

Mr. Gary. Does that give you an opportunity to compare one dis- 
trict with the other, to show which districts are operating economically 
and which are operating extravagantly. 

Mr. T. Jack Gary. That is what we expect to get to, and that is 
what I wanted to touch on a little bit later. In other words, we have 
reached the stage where we are producing this information. We have 
not reached the stage yet where we are doing much with it, because of 
the fact that we are still more or less in our conversion period. 

For example, the Fifth District, and four other districts, were con- 
verted the 1st of July. We would have 6 months’ information on 
them. However, there were five other districts that were only con- 
verted the 1st of September, and the last one was converted the 1st of 
January, which would mean that we would not have complete fiscal- 
year information and therefore we have not been able to put it all 
together to get this national picture. Nor do we have complete enough 
information to go back and make analyses. 

Another thing that we recognize also is that in this particular period, 
with the system being new, naturally some of the information that 
has gone into the records is not as accurate as it would be, because 
people are learning their jobs, and during that period an analysis 
might be more dangerous than enlightening, because we might draw 
some wrong conclusions. Our aim is to get the system completely in- 
stalled and to get it operating on a current and accurate basis by the 
end of this fiscal year so that going into the next fiscal year we will 
be able to get our information complete. And we are just about at the 
point where we need to begin, to get organized at Headquarters, to 
handle this information and to propertly coordinate the financial 
program. 

This question of final organization for the fiscal job has been under 
consideration for some time and we are in the process of making these 
determinations. But I think you might say that the final job to be 
done, and a most important one I would say, is the working out of the 
type of organization that would have responsibility for financial ad- 
ministration which would properly coordinate the accounting infor- 
mation with the information which would be obtained from operating 
statistics. 

For instance, Mr. Chairman, you asked whether we have begun to 
get comparisons as to who was operating extravagantly and who was 
operating efficiently. We would have to get some operating statistics 
to work in with the accounting information and try to determine some 
standards of performance. Therefore we would need to coordinate 
the operating statistics with the accounting and the budgetary job. 

We have just by directive established an internal audit division in 
the office which will be responsible for making periodic audits of 

these district offices to determine that the information we are receiving 


is accurate and that they are maintaining their accounts on a current 
and accurate basis. 
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Now, we also have a site audit from the corporation audit division 
and in the process of working out this internal audit program we will 
work very closely with them in order that we will e able to work 
out our program and do a certain amount of detail work which, when 
they come behind us to make their audit, they will be able to rely on, 
which will limit the amount of checking and auditing that they will 
do. Thus the internal audit program of the agency will not duplicate 
the external audit of the corporation audit division. The two audit 
programs will be coordinated in such a way that each will supplement 
the other. 

Then we also are going to organize a small staff—it does not take a 
large number of people—but a small staff to do cost-analysis work. 
That staff is to tie in these reports that come in and analyze the reports 
making comparisons and making studies which would be both studies 
initiated by the cost-analysis unit as such and also studies that would 
be made on request of other divisions of the office with regard to cer- 
tain specific phases of the financial operation. 

We are just now in the process of determining the extent of that 
staff and of getting it organized and getting all of this information 
accumulated in an orderly fashion. 

I think as soon as we get this final cost analysis and internal audit 
set up, and the final organization for our financial administration, 
that we will at that point be past the stage of having an improvement 
program and it will be just a normal operation and maintenance job 
in connection with the fiscal administration of an agency. 

Mr. Gary. In setting up this system you are following the recom- 
mendations of the Hoover Commission ? 

Mr. T. Jack Gary. That is right. 

Mr. Gary. The recent Accounting Practices and Procedures Act 
of 1950 recognizes the joint program instead of creating a separate 
accounting department as recommended by the Hoover Commission. 
Have you experienced any difficulties in installing your system under 
the joint accounting program that would be eliminated by the sepa- 
rate department plan ? 

Mr. T. Jack Gary. From the inception of this program in the Coast 
Guard, we have worked closely with the joint accounting program 
group, and there is not anything that we came up with in the way 
of a recommendation that would make this system work that was not 
approved by the joint program. Personally I think that this joint 
program is the proper approach to it. I think it is not only a ques- 
tion that we have not been hindered by working with them rather than 
a Single person ; I think less progress would be made by working with 
a single person for the reason that in working out this whole question 
of accounting in the Federal Government there are two distinct in- 
terests. The Hoover Commission, of course, stressed the importance 
of the executive department’s determining what kind of accounting it 
would need for management. There is also the other point that the 
Congress, in considering appropriations and other fiscal legislation, 
bees need to know that the financial reports that are submitted to it 
by the agencies are sound and can be relied upon. To that extent the 
legislative branch has an interest. 

The joint program brings together the Comptroller General, who 
is the arm of the Congress and who has the responsibility of look- 
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ing after the interest of Congress, with the executive branch, which 
is represented both by the Secretary of the Treasury and the Di- 
rector of the Bureau of the Budget,'in working this thing out, so 
that the final product should be something that. would represent 
not only the type of information that the executive branch would 
need for the management of its affairs, but would also answer the 
requirements of Congress for the type of information that it should 
have. 

That is the reason why it seems to me that the joint-program ap- 
proach is much sounder. I think the progress under the joint pro- 
gram has been rather amazing. The trouble about it is that the 
Federal Government is so big; it is hard-to see the progress that 
has been made, because when you are dealing with a $41 billion 
organization and a couple of million employees, it just takes a long 
time to completely change the accounting. 

Mr. Gary. You think that the joint program, then, is a success? 

Mr. T. Jack Gary. I think it definitely is. 

Mr. Gary. Do you think that the authority granted in the Ac- 
counting Practices and Procedures Act of 1950, is all the authority 
that is necessary at the present time to accomplish the recommenda- 
tions of the Hoover Commission report ? 

Mr. T. Jack Gary. I think that is all the legislation that is needed. 
I think that the big problem from now on is getting ee qualified 
accountants in the Government to get the job done. But for the 
first time you no longer have the legislative barriers that were there 
before in doing this type of work. 

Mr. Canrtevp. Mr. Gary, you have had a personal opportunity to 
view and analyze this picture both from the outside and the inside. 
If I am not mistaken you had something to do with developing the 
Hoover Commission report ? 

Mr. T. Jack Gary. Yes; I was executive assistant research director. 

Mr. Canrrevp. And recently you have been working out the prob- 
lems in the Coast Guard itself ? 

Mr. T. Jack Gary. Yes, sir. 

Mr. Gary. You started to say what? 

Mr. T. Jack Gary. I was executive assistant research director 
for the accounting study of the Hoover Commission before I went with 
the Coast Guard. I think that one of the problems in connection with 
this whole process of getting improved accounting in the Federal 
Government is that it is easy to assume that it can be done in 2 years. 
The big problem is that although you have legislation, and although 
you have a progressive group to work with, it is still a gigantic job 
to do, and progress is just going to be slow. For instance, in the 
Coast Guard, which is not a particularly large segment of the Federal 
Government, considering the total expenditures of the Federal Gov- 
ernment, we have been over 2 years now and it will probably be 8 years 
in this organization that spends about $200,000,000 of the $41,000,- 
000,000 before we will develop a system operating in a satisfactory 
manner. 

Mr. Gary. Admiral, you referred in your statement to two recent 


surveys which you have made. Will you give us a little bit more 
detail about them ? 
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Admiral O’Nemu. I will ask Admiral Richmond to comment on 
that, Mr. Chairman, 

Admiral Ricumonp. Mr. Chairman, for a number of years we have 
been aware of the fact that it would be desirable to have a job analysis 
made of a great many of our units. A job analysis Bids not only 
the pen aeoriphnon but a general classification of the jobs, the 
work the personnel are doing. Also another problem that has con- 
fronted us has been the question of whether or not certain positions 
should be civilian or military. 

A year ago in 1949 Congress made authority available to the Presi- 
dent. Was it in 1949, Mr. Johnson ? 

Mr. Jonnson. Yes. 

Admiral Ricumonp. Congress made available to the President au- 
thority to use savings which would be realized by various agencies to 
have management studies made, and we applied to the Bureau of the 
a iy for two studies. The first of these requests was for a personnel 
study. 

A complete study of all of the field units of the Coast Guard was 
outside of the scope of what the Bureau of the Budget could authorize, 
and so it was finally agreed, after consultation with the Bureau of 
the Budget, that we would have a study made of 30 sample units, 
different types of units, the management concerned with all of those 
units and study the work done by the units and attempt to have evalu- 
ated what the people were doing, to classify the jobs. It turned out 
that we had underestimated the positions in these various units—that 
is, the different positions—and the net result was after the original 
survey had been started we had to curtail the scope of the study. 
However, Booz, Allen & Hamilton Co., which was the concern chosen 
for this job, made a very extensive study, and I think the big gain 
that the Coast Guard will get out of this particular study is that part 
of our contract was for the preparation of a manual in order that the 
Coast Guard might with its own personnel carry the study forward 
into those units not covered by the basic study. 

The final report has not been submitted yet. I might say, inci- 
dentally, that the manual will be in four volumes, and the proofs have 
been tentatively submitted. Representatives of the company came 
down 2 weeks ago and we had a conference to find out whether we 
thought that the manual they were submitting would be adequate, or 
whether they had overlooked anything because they wanted to give 
us a complete job. The final report is expected, I would say, in the 
next 2 or 3 weeks. 





STUDY OF COAST GUARD YARD 


The other study to which the Commandant referred was a complete 
study of the Coast Guard yard. The Coast Guard yard, as you know, 
having visited it, is an industrial plant that as a result of World War 
II expanded considerably outside of the original concept of what the 
yard was to be. Before World War IT it was basically a small-boat 
building yard. With World War II and the need for shipbuilding 
facilities a great many things were added. 

Mr. Gary. You are referring to the Curtis Bay yard? 

Admiral Ricumonp. Yes, sir, the Curtis Bay yard. It has been a 
problem to us since the war because we were in the position of having 
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a fairly large industrial yard, and the Government has a considerable 

investment in it. A great many of the improyements made during the 

war for shipbuilding were too large, we will say, for the present Coast 

Guard needs unless we can run the yard in the most efficient manner 
ssible. 

We felt that in order to find an answer to the proper running or 
management of the yard it would be desirable to have an outside con- 
cern which had had experience in shipyards make the study. We 
made application to the Bureau of the Budget. Cresap, McCormick & 
Paget were chosen from the various concerns considered. They were 
admirably fitted for it for two reasons. One, they had made several 
studies in private yards, and in addition they had been employed by 
the Navy for studies of some of the navy yards. I do not think that 
their studies went to the ay ae question of the organization of 
navy shipyards, but certain phases of navy shipyard management. 
They have completed their study. They also gave us a presentation, 
and I think we are going to get a great deal out of the report: The 
final report was received as of yesterday. As to exactly what is in the 
report I could not tell you anything other than what was told us 
at the time they appeared before us several weeks ago because it just 
came in yesterday, and it is a report that is, I would say, 2 inches thick. 
So, obviously, we did not have a chance to review it. However, from 
the résumé that they presented to us approximately a month ago the 
suggested a number of changes in organization at the yard, in wor 
flow and other matters, all of which I think will unquestionably lead 
to improved management in the yard and greater economy in the work 
that is being done there. 

Mr. Gary. That is the third management study that you have had 
made within the last 3 years? 

Admiral Ricumonp. That is correct, sir. 


VALUE RECEIVED 


Mr. Gary. Do you consider that the Coast Guard has gotten more 
than value received from each of those surveys? 

Admiral Ricumonp. I think definitely from the first one the answer 
is “Yes,” and from the other two I anticipate that we will. 

I cannot answer specifically for these last two because we have not 
had a chance to analyze and go into the effect of the recommendations. 

Mr. Gary. I ask that question because we have been trying to. get 
some of the other departments to make some surveys of that kind, 
and we would like to have them know your experience. 

Admiral Ricumonp. Well, I think I have told this committee once 
before that I think any outside view is always refreshing. There is 
the old saying that you can get so close to the woods that you cannot 
see the trees, and I think there are times when we are in that position. 
I do not think because you have a study made that the management 
group necessarily can always find all of the right answers because they 
work under the difficulties of having to make a complete survey in a 
fairly short time. I think the answer to your question is that we 
went after these studies ourselves. We asked for them. So, I think 
that shows that we believe that there is a great deal to be accomplished, 
and, furthermore, if out of the Booz, Allen & Hamilton study we get 
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nothing but the manual as a method of procedure for the evaluation of 
jobs and the classification of them, I think we would easily get our 
money’s worth out of it. The big difficulty in personnel management. 
of the type that we are presently confronted with is that we had no 
group of trained people to undertake it and, as a matter of fact, there 
are in the Government today very few people qualified to do the type 
of work that Booz, Allen & Hamilton have done for us. 


Report or House Civint Service SUBCOMMITTEE ON OVERSTAFFING 


Mr. Gary. Did the Subcommittee on Overstaffing of the Civil Serv- 
ice and Post Office Committee make any recommendations with ref- 
erence to your department ? 

Admiral Ricumonpb. You are speaking of the Williams subeom- 
mittee / 

Mr. Gary. The Williams subcommittee, yes. 

Admiral Ricumonp. Yes, sir. They did publish a report in which 
they made a series of, I would use the word allegations rather than 
recommendations. The statements are not documented in any form 
so that I do not feel any constructive work could be done to remedy 
the situation if in fact it existed. 

For the benefit of this committee I might say that the Coast Guard 
did not appear before the committee or make any presentations, nor 
were we asked to make any presentation. 


TIME SPENT ON SURVEY 


Mr. Gary. How long did they spend on surveying the activities of 
the Coast Guard ? 

Admiral Ricumonp. I really could not answer that definitely, sir. 
‘They had two investigators. The investigators called on the Com- 
mandant and myself. We offered full cooperation. In turn they 
were turned over to the chief planning and control officer, Captain 
Wood, who, as we say in the service, gave them “free gangway,” and 
they came and went as they pleased. 

There was no record kept, and nobody knows when they came and 
went, but I would say over a period of 2 weeks the two investigators, 
not necessarily together, were in headquarters at different periods 
infrequently. I do not believe they were around Coast Guard head- 
quarters more than 2 weeks at the outside. 


VISITS TO OUTSIDE INSTALLATIONS 


Mr. Gary. Did they visit any of the outside installations, Admiral? 

Admiral Ricnmonp. Officially, no. I know that one of the investi- 
gators on a week end was at Ocean City, Md., and did go through one 
of our lifeboat stations as a casual visitor, as I understand it, not in 
his official capacity. 

Mr. Gary. The Secretary wrote the chairman of this committee a 
letter with reference to that report, and attached to the letter were 
certain comments with reference to the different bureaus. There is a 
section dealing with the Coast Guard. We will insert that portion of 
the Secretary’s statement in the record at this point. 

(The matter referred to is as follows :) 
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UNITED STATES COAST GUARD 


Reference: Pages 75-76 of committee report. 
Following is the situation with respect to the inference that the ratio between 
officer and enlisted personnel in the Coast Guard does not compare favorably 
with similar ratios for other military services: 

As of December 6, 1950, the on-board military personnel strength of the Coast 
Guard included 2,121 commissioned officers, 888 chief warrant and warrant 
officers, and 22,478 enlisted men. The ratio of commissioned officers, therefore, 
is 1 to 10.6 in lieu of the 1 to 9.6 claimed in the report and 1 to 25.6 in lieu of 
1 to 24 for warrant officers. 

The number of commissioned officers given above includes those engaged in 
merchant marine functions. As these officers have no enlisted counterpart the 
percentage of officers to enlisted personnel is of necessity higher than that prev- 
alent in the Coast Guard before the war. Even including the merchant marine 
inspection officers the ratio of the number of commissioned officers in the Coast 
Guard to the number of enlisted personnel compares very favorably with the 
situation in the other services as is shown below : 


Air Force (October 31, 1950)! 1 commissioned officer per 7.03 enlisted men. 
Navy (June 30, 1950),* 1 commissioned officer per 8.09 enlisted men. 

Army (October 31, 1950),* 1 commissioned officer per 9.67 enlisted men. 

Coast Guard (December 6, 1950), 1 commissioned officer per 10.60 enlisted men. 


The Coast Guard does have a higher proportion of warrant officers to enlisted 
men than do the other services, but this situation is necessary due to the many 
small scattered command units in the service. 

The Coast Guard has carried out a general career plan for the rotation of 
officers which provides officers the opportunity to obtain broad field experience 
before assuming administrative responsibilities at headquarters. The lack of a 
fixed policy on the rotation of officer personnel is not only acknowledged but is 
believed to be a definite asset in the efficient administration of the service. It is 
not believed that an inflexible rotation policy is the rule in any other well-run 
Government agency or business enterprise. 

The allegation of overgrading and overstaffing of military personnel at head- 
quarters is not concurred in. It is believed that a full and careful analysis 
would show that the responsibilities and actual workload required for the ad- 
ministration of the far-flung and diversified activities of the Coast Guard would 
indicate headquarters offices are generally undergraded and understaffed rather 
than the reverse. 

Table 9 of the report is used to show comparative costs between military and 
civilian personnel in order to support a contention of “* * * a measure of 
the extravagance which prevails in obscure places.” 

The spread between the military and the civilian salaries shown in table 9 
is by no means unreasonable as the work performed by individuals within the 
two groups is not similar in any way. Military personnel in the Coast Guard, as. 
in the other military services, are generally employed in an executive or super- 
visory capacity. Civilians on the other hand comprise the bulk of the steno- 


graphic, clerical, and semiprofessional force working under supervision of the 
mnilitary. 


Reference: Page 70. 

Insufficient credit is given in the report to the progressive steps taken by the 
Coast Guard to establish, develop, and make practical use of a modern cost 
accounting system. This system is for use not only in the Coast Guard andi 
Treasury Department but also as a guide in the establishment of cost accounting 
systems in all Government agencies as required by the Budget and Accounting 
Procedures Act of 1950. This program is making rapid progress although a few 
of the phases are still in the testing and development stage. Progress has not, 
however, been limited to the strictly technical side of the program. The Com- 
mandant has taken strong steps to indoctrinate all personnel in the service in the 
practical aspects of the use of the cost accounting system to improve the economy 
and efficiency of the public services required of the Coast Guard. 

The statement in the report that “one group suggests that a property inventory 
upon which accounting control can be based be taken immediately ; the other fac- 
tion claims that a physical inventory will not be immediately necessary” is not 


2 Latest dates on which unclassified information is available. 
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understood. The position of both supply and accounting personnel is that the 
taking of immediate inventory would be ideal but that it was not necessary to 
wait until complete physical inventory had been established to begin accounting 
for receipts and issues from stores. A complete property inventory upon which 
accounting control can be based has been in progress for some time; in the mean- 
time, it was mutually agreed by Accounting and Supply that the accounting 
system would provide for the recording of receipts and issues of stores at the 
date that the districts were converted to the new accounting system, and that 
when the inventory was finally determined an adjustment would be made to 
the balance sheet account maintained for inventory which would establish com- 
plete accountability at that date. 

Reference: Page 74. 

Development of a modern type of supply system has been in progress con- 
currently with the development of the accounting program. The working rela- 
tionship between the two programs is considered to be not only well defined but 
has operated on a basis that provides the necessary coordination between these 
two functions. The agreement existing is that the Supply Division will be re- 
sponsible for the development and operation of systems and procedures relating 
to the maintenance of stock record cards for each item of stock and dollar con- 
trol of these cards by class of commodity. The Accounting Division would be 
responsible for the development and operation, as a part of the total accounting 
system, of a single control account for inventory at each designated location and 
the distribution of issues from inventory to the cost accounts receiving the 
benefit of such issues. In order to coordinate these two operations and thereby 
provide for reconciliation of the control accounts maintained by the Supply 
Division with the single control account maintained by the Accounting Division, 
a system has been in operation of reporting to the accounting office all receipts 
and issues of stock by the supply activity. The system has been found to ade- 


quately provide for the necessary coordination between these two functions. 


In discussing the use of private management firms to make special studies the 
report notes that there has been a time lag between the receipt of the report of 
a survey and the implementation of recommendations therein. In regard to the 
survey by Ebasco Services, Inc., the Coast Guard found that many of its recom- 
mendations were very general and required extensive supplemental survey before 
the specific details could be developed and final implementation realized. Many 
involved not only the practices of the Coast Guard but extended to other agencies 


-or required congressional action with respect to appropriations or enabling legis- 


lation. The report also states that the value of the recommendations made by 
private management firms was impaired or entirely lost because of an elaborate 
system of processing. In this regard, attention is called to the fact that within 
2 years after the Ebasco study had been completed, the status of the 193 recom- 
mendations made was as follows: 


Accepted and completed 

Not accepted after careful study 

Accepted and instituted but requiring continued effort 

In process of implementation 

Implementation contingent upon enabling legislation or appropriation 
of funds__-_ 

Legislation pending 

Under study, requiring lengthy investigation 





Total 


Reference: Page 75. 

The statement cited in the report regarding the disposition of Jersey City 
‘Supply Depot fails to quote the entire recommendation made by Ebasco Services, 
Inc., and thus gives the impression that immediate action should have been taken 
to dispose of this preperty. The Ebasco recommendation states that “these 
“properties should be sold after the district supply depots have been improved, 





-consolidated, or expanded, as the logistical situations dictate.” 


The Commandant of the Coast Guard and the Secretary of the Treasury 


‘considered that the recommendations concerning the establishment of district 


supply depots and the elimination of the present supply depot at Jersey City, 
-N. J., could not be properly evaluated until a detailed study of sources, distributon 
factors, and requirements was made for the many diverse groups of items used 


“by the Coast Guard as related to the geographical location of Coast Guard units. 
.As the result of these and other recommendations regarding the supply problems 
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of the service, a supply specialist (Capt. J. H. Skillman, USN, retired) was ob- 
tained in Mareh 1949 to act in a capacity similar to the accounting specialist 
recommended by the Committee on Appropriations of the House of Represent- 
atives. 

After careful study Captain Skillman recommended to the Commandant by 
letter dated June 16, 1949, that the Jersey City Supply Depot should not be 
vacated until after the construction of a more suitable building in a different 
location. As the construtcion of a new building will require the enactment of 
legislation authorizing an expenditure of public funds in the amount necessary 
for the purpose it is not known at this time a possible date on which the Jersey 


City Supply Depot can be disposed of. In the meantime the Coast Guard must. 


use this available building even though it is ill adapted for its purpose. The 
facts concerning the Jersey City Supply Depot are well established in the hearings 
before the subcommittee of the Committee on Appropriations, House of Repre- 
sentatives, Eighty-first Congress, second session, January 1950. 

The establishment of the district supply depots has been progressing, through- 
out the past year and a half, in an orderly and realistic manner, At the present 
time all supply depots have been commissioned and are in operation except two 
(which will be in operation not later than April 1, 1951). 

Reference: Page 71. 

Table 7 of the report makes a comparison stated to be the relative cost of 
purchasing operations of each organization in the Treasury Department. It 
gives an apparent picture of an extremely high average cost of issuing purchase 
orders in the Coast Guard compared to the other organizations listed. A state- 
ment below the table partially explains the reason for the higher unit cost in 
the Coast Guard, but fails to acknowledge the different types and numbers of 
procurement items which may be required to carry out the various and different 
types of operations peculiar to each department. (For example, there may 
be considerable difference between departments in the number of straight- 
purchase orders versus contract-procurement orders.) There is a wide differ- 
ence in the time required to issue a straight-purchase order for an item listed 
in a standard catalog and the time required to process an order on an individual 
contract basis. As there has been no attempt in the table to differentiate between. 
the two types of purchases for any department, it casts serious doubt on the 
value of the comparisons given and on the conclusions reached. An assumption 
that the ratio between dollar volume and personal services cost was a fair basis 
of comparison would probably be just as valid as a comparison between depart- 
ments on a cost per purchase order basis when two such widely differing types of 
purchases are arbitrarily added together. 

The report briefly points out how the Coast Guard system of having head- 
quarters perform a great deal of the details of procurement and other purchasing 
operations for the field tends to increase the unit purchase cost. Had the follow- 
ing statistics (which were also furnished to the investigator) been used, the over- 
all picture of Coast Guard procurement, both at headquarters and in the field, 
would have shown: 


Purchase orders 
Number issued inne 


96 
i ie IR ip SBR See ane nl lS Nie eR al re Fels ETE $47, 177, 372. 51 
Percent under $20 28. 





Employees engaged in issuing purchase orders 


Number of employees 

Total cost of personal services 
Yearly average per employee 
Daily average per employee 
Average cost_ 


Mr. Frrnanpez. The allegations in the report, I take it, are in the 
nature of conclusions rather than facts? ; 

Admiral Ricumonp. That would be my answer: that they are 
conclusions rather than facts. 
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COAST GUARD RESERVE 


Mr. Fernanpez. I was right interested in the matter of the Coast 
Guard Reserve because a year ago I was just as sincere in my belief 
that we should not go into that program as I was in my belief that, 
if we did so, we should give you the full $4,000,000 you requested. 

Perhaps I misunderstood the situation somewhat. I had understood 
suming that you already had a reserve in existence on a voluntary 
basis; and, having given you only one-quarter of what you thought 
you needed for the first year, I was quite curious in knowing how you 
handled the situation with only one-quarter of what you requested, as- 
suming that you already had a Reserve in existence on a voluntary 
basis. 

Admiral Ricumonp. I think the answer to that, Mr. Fernandez, 
is this: The reserve in existence at that time—and I think, if you 
recall, we so stated—consisted of approximately 4,000 officers who, es- 
sentially, were nothing more than a list with the few exceptions of 
some who had been taking voluntary training on their own. Ap- 
proximately a year before we came up here we had attempted to in- 
terest former reserve personnel and Regular Coast Guard personnel 
in enlisting in the Coast Guard Reserve. However, having no money 
for that, and with very little reason to propagandize it, if you want to 
put it that way, for the reason that we could offer them nothing in the 
way of training, very few people joined in the first place, and a great 
many people did not know about it. When we appeared here last year 
you could say that the Coast Guard had approximately 4,000 officers 
on the list, some of whom were taking voluntary training, and, as I 
recall, about 200 enlisted men who were also nothing more than a series 
of names, because they had not joined in any training. 

Now, as the Commandant has indicated, with the money being made 
available to us, which actually became available when the appropria- 
tion passed, the first we could specifically plan on was in September 
of last year. 

We inaugurated our detailed plan for giving to the reservists train- 
ing. Now, that has taken a certain amount of time to get set up 
and organized. For example, that was the first time that we could 
organize groups of officers and men in the same unit and begin drills. 

Now, as indicated by the Commandant, we had planned on 35 of 
these organized units. Thirteen of them are presently in complete 
drill status. By that, I mean they have recruited their men and are 
presently holding regular drills. There are 14 of them that are in 
the process of organization, and 8 are barely started. 

I can put in the record the names of those units, or in fact, the 
whole group of them if the committee would like to have them. 

(The matter referred to is as follows :) 

Thirteen Organized Reserve Training Unit Port Security units organized on a 
Reserve basis : : 

First, Boston, Mass.; Providence, R. I. 

Second, St. Louis, Mo. 

Third, Brooklyn, N. Y. 

Fifth, Baltimore, Md.; Washington, D. C. 

Eighth, New Orleans, La. . 

Ninth, Cleveland, Ohio; Buffalo, N. Y.; Chicago, Hl. 

Eleventh, Los Angeles, Calif. ; Long Beach, Calif. ; San Diego, Calif. 
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Fourteen Organized Reserve Training Unit Port Security units in progress 
of completing necessary organization : 
First, Portland, Maine. 
Second, Pittsburgh, Pa. 
Third, New York, New Rochelle, Whitestone, N. Y.; Clifton, N. J.; Phila- 
delphia, Pa. 
Fifth, Norfolk, Va. 
Seventh, Miami, Fla.; Tampa, Fla. 
Eighth, Houston, Tex. 
Ninth, Detroit, Mich. 
Thirteenth, Seattle, Wash.; Portland, Oreg. 
Fourteenth, Honolulu, T. H. 


Eight Organized Reserve Training Unit Port Security units in early stages of 
organization : 
Third, Wilmington, Del.; New London, Conn. 
Fifth, Wilmington, N. C. 
Seventh, Jacksonville, Fla. 
Eighth, Galveston, Tex. 
Twelfth, San Francisco, Calif. ; Alameda, Calif. 
Seventeenth, Ketchikan, Alaska. 


Admiral Ricumonp. In addition to that, as the Commandant indi- 
cated, there are a number of reservists in this original list who signi- 
fied that they would like to take drill or be given drill training, but 
they are not geographically located so that they can become members 
of a particular unit. The only way that you can handle those people 
based on their specialty is to send them to a training unit for a 2 weeks’ 
training period at some time during the year. That program has gone 
very slowly for the simple reason that during the winter is hardly the 
time when you get results from a program of that nature. The people 
desirous of that type of training, whether they be former pilots or 
whether they be Loran people, generally prefer to get that type of 
training in the summertime, so that we have not made a great deal of 
progress in giving the volunteer reservists 2 weeks’ training. 

Mr. i paar When did you complete the organization of the 
13 units? 

Admiral Ricumonp. First, we had to attempt to find in any locality 
certain officers, Reserve officers who were willing to become members 


of the organized battalion and give their time to the actual set-up of 
what we call ORTUPS. 


Mr. Fernanpez. Which means what? 

Admiral Ricumonp. Organized Reserve Training Unit Port 
Security. We had to depend pretty largely on the local initiative of 
these people who then processed the plans for enlistment. On that 
depends the time when these units can actually be organized. For 
example, I have listed here the Unit for Washington, which is one of 
the smaller units being organized, but I happen to know from person- 
al knowledge that that unit held its first dril period about a week ago, 
so that it is fully organized now, has raised its complement and will be 
meeting reguiarly from now on. Others of these units may have been 
organized a month or 2 months. The whole situation changes from 
day to day. 

r. FerNANDEZ. Which means that perhaps they were fairly well 
organized only about December ? 

Admiral Ricumonp. That is right. 

Mr. Frernanpez. And that means that the $1,000,000 that you 


obtained in the appropriation would be expended in the last six 
months of the fiscal year ? 
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Admiral Ricumonp. That is correct. 

Mr. FernaNnvez. So, your request for $2,000,000 is geared more or 
less on about the same basis you are operating now; is that right? 

Admiral Ricumonp. Actually, the $2,000,000 on an annual basis 
will not provide a great deal more than $1,000,000 as that averages 
out. As the Commandant read the figures, the $2,000,000 would 
permit of an increase of roughly 2,000 men for 1952. 

Mr. Frernanpvez. This has no doubt been covered, but if you can go 
over it briefly I would like to know how you operate—just what do 
you pay them for, and what does it consist of in the matter of training? 

Admiral Ricumonp. The training in itself as far as the organized 
units are concerned consists, as I said, of an organized unit—I mean, 
with a commanding officer, an executive officer and all with his group 
of men—and their first training will, of course, be a refresher course 
for those who have been out of the service for some time. A refresher 
course in the rudiments of Coast Guard duties and then practical 
application in the protection of the port itself. 

ne of the reasons why we chose port security was that even 
though the units in their early stages are very improperly drilled and 
improperly trained, from the day that unit is organized you do have 
a force in being which, in the event of a sudden emergency, at least 
is an organized group with a mobilization point where men in the 
unit have some idea of the men next to them, which is, of course 
a situation we did not have before. Take Washington, the unit I 
mentioned. It is true that actual drills began a little over a week 
ago, but if something happened tonight and their services were 
needed the commander of the Fifth District at least has an organized 
unit that he can turn to. I grant that a lot of the boys in the unit 
may be very green, and we hope that as time goes on that will be 
remedied through the training given to them by the officers of that 
unit with inspection on the part of the Regular Coast Guard officers. 
This whole thing is being set up on a progressive basis, and it will 
take time to accomplish it. 

Mr. Fernanpez. Once organized, they meet how often and they 
do what ? 

Admiral Ricumonp. They are supposed to meet once a week, al- 
though we are only paying them for 30 drills a year. 

Mr. Fernanvez. Thirty drills a year? 

Admiral Ricumonp. Yes. 

Mr. Fernanpez. What does that amount to per man per year? 

Admiral Ricumonp. It amounts in essence to a month’s pay. 

Mr. Fernanvez. I am also interested in knowing what rights or 
benefits accrue to the reservist as such. 

Admiral Ricumonp. Well, the reservist as such, if he obtains a 
minimum of 50 points per year, earns a retirement benefit right, a 
year’s retirement benefit right. He gets 15 points for simply being 
a member of the Reserve. With 30 drill periods, he gets a point for 
every drill period he attends. 

Under our system as we have set it up at the present time, it would 
be necessary for him to pick up five more points either through taking 
correspondence courses for which points are given or for voluntarily 
attending additional drills to meet the minimum requirement. That 
is the same for the Navy as for ourselves. 
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Mr. Frernanpez. And he gets what benefit, 1 year? 

Admiral Ricumonp. One year’s retirement benefit. That is counted 
toward retirement under Public Law 810 of the Eighty-first Congress. 

Mr. Fernanvez. He gets that for his 30 days’ work ¢ 

Admiral Ricumonp. That is right. 

Mr. Gary. Generally speaking, is your reserve program handled 
on approximately the same basis as the reserve programs in the Army 
and Navy? 

Admiral Ricumonp. Particularly the Navy. In other words, we 
fall very closely under that system, adapting it, of course, to our par- 
ticular duties. An organized unit in the Navy is usually organized 
around manning a ship. In other words, if you should visit the 
Navy, an organized unit down at the Naval Gun Factory here, you 
would find a unit that drills weekly, and then during the summer they 
will go aboard a destroyer, and to all intents and purposes as a unit 
they man the destroyer or whatever ship they are on. Our organized 
unit at the present time is being used as an organized unit to protect 
the port area in the particular city or town in which it is organized. 

Mr. FERNANDEZ. f think that is all, except, Mr. Chairman, I would 
like to comment on those accounting reforms. I am happy to know 
that they are well on the way to success, and I think that is in part, at 
least, due to the experience that Mr. Jack Gary had working with the 
Hoover Commission immediately prior to his going into the Coast 
Guard service. Because of that undoubtedly he was sympathetic to 
the goals that the Commission was aiming at—— 

Mr. CanFretp. What Commission ¢ 

Mr. Frernanpez. The Hoover Commission. He understands what 
they were really driving at, and, being sympathetic to the program, 
and understanding it, he can better carry it out, and not only carry it 
out, but improve it as he goes along. 

I think the Coast Guard was very fortunate and, I should say far- 
sighted, in obtaining his services. 

Mr. T. Jack Gary. Thank you. 

Mr. Canrietp. Admiral, when the Secretary appeared before us 
last week he made it very plain that there was no gag applying to wit- 
nesses appearing before this subcommittee on the part of the Treasury, 
and that all witnesses were to be thoroughly responsive, and, of course, 
to tell us the truth, to help us as best they can in carrying out our 
responsibilities. 

Now, the Coast Guard is by law a military organization, there is 
no question about that. 

Admiral O’Neim. No question, no. 


REARMING AND Buripinc Up DEFENSES 


Mr. Canrteip. Presently we are rearming ourselves and building up 
our defenses which we know have been woefully weak. Admiral, 
I first want to ask you this: Are you called in on any meetings of the 
Joint Chiefs of Staff / 

Admiral O’Nettx. No, sir; I am not. 

Mr. Canrre_p. On military matters? 

Admiral O’Nemu. No, sir, 

Mr. Canrtevp. Is any representative of the Treasury called in? 

Admiral O’Nettu. No, not to my knowledge, not to the Joint Chiefs’ 
meetings. 
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LIAISON 


Mr. Canrietp. What kind of liaison does the Coast Guard have 
with the other branches of the Defense Establishment ? 

Admiral O’Nemx. We have a very close working relationship and 
liaison with the Navy. I am in close touch with the Chief of Naval 
Operations, the Vice Chief of Naval Operations, and other bureau 
chiefs and deputies in the Navy Department. 

In addition to that we have a liaison officer with the rank of com- 
mander between our headquarters and Navy Operations. We also have 
an officer—a commander in the Bureau of Aeronautics for liaison 
duty, and one in communications, he is either a lieutenant or lieutenant 
commander on that level, and it is through those arrangements that 
we work out plans and sit in on policy matters affecting the Coast 
Guard. Admiral Richmond just reminded me that we do have repre- 
sentation with some of the subcommittees of the Joint Chiefs. 

Mr. Canrrevp. Admiral, do you believe that the Coast Guard is 
now being built up properly, consistent with the military needs of this 
hour? I ask that question because I know in your presentation 
earlier in the day you indicated in several instances that certain pro- 
grams will not be deemed adequate from present indications. I am 
mindful of the fact that a large part of these justifications were written 
up some months ago, and I ask that question because I think it is 
timely. 

Admiral O’Nemn. No, sir. I feel we should have an increase in order 
to keep step with the defense requirements. ‘That is, not only in re- 
gard to port security matters and reserve training but in bringing 
our units like our ships, for example, up to a greater strength because 
of the additional equipment that we are required to put on those 
ships. 

Mr. CanrreLp. We have been discussing the reserve training pro- 
gram. Now, is it not true that during the first 90 days of expansion 
after M-day the Coast Guard will have to depend upon reserve re- 
cruiting to provide the necessary personnel, inasmuch as the selective 
service is not furnishing the Guard with any men during that period ? 

Admiral O’Nemu. Yes, sir. That was the purpose of building up 
a reserve force, a group of trained men who would be available on 
M-day to step in and augment the regular service personnel to carry 
out our duties as well as we possibly could during the hiatus while we 
were building up to our full wartime complement. : 

Mr. Canrie.p. In other words, Admiral, if M-day were tomorrow 
the Coast Guard would certainly be caught short, would it not? 

Admiral O’Nem. If M-day were tomorrow, we would not be pre- 
pared to carry out our functions, no, sir. 

Mr. Canrietp. You would be far from it ? 

Admiral O’Netiu. Yes, sir. 

Mr. Canrreip. That is one reason why you have laid so much em- 
phasis on reserve training / 

Admiral O’Neiti. Yes, sir. 

Mr. Canrieip. Now, because of the fact that we have had a lot of 
talk here about that reserve program I want to ask you this question : 
Is it not true that when you went before the Budget you requested 
$6,000,000 in funds ? 
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Admiral O’Nem. Yes, sir. 

Mr. Canrtetp. For the new fiscal year? 

Admiral O’Nemu. For reserve training, yes, sir. 

Mr. Canrtevp. Such a st I assume you thought would enable 
you to prepare better for M-day to meet the responsibilties of that 
day if it came within the next year? 

Admiral O’Nenu. Yes, sir, that was to start the program on a larger 
basis, you might say, as you will see by our request of last year with 
the ultimate mobilization goal of 26,000 enlisted men and 2,500 officers 
which we deem to be the minimum number we would need on M-day. 


Mr. Canrrevp. The Bureau of the Budget, however, cut that figure 
down to $2,000,000? 

Admiral O’Nem. Yes, sir. 

Mr. Canrieip. Which means that, in essence, you are going to carry 
out pretty much the program you started last fall, there being very 
few additions? 

Admiral O’Nemu. Yes, sir, a little over 2,000, I believe, is the 
figure for the additional personnel. 

Mr. Canrretp. Was an appeal made from that cut? 

Admiral O’Nemu. No appeal was made. You see, it was originally 
$2,000,000. We asked before for an additional item of $4,000,000, to 
make the total $6,000,000, and then it was set at $2,000,000 in the 
final figure by the Budget. 

Mr. Canrrecp. You did not appear a second time before the Bureau 
of the Budget, or you were not called in a second time? 

Admiral O’Nertx. No, sir; we were not called in a second time. 

Mr. Canrrevp. Admiral, if there was an attack made on the metro- 
politan area of New York by an aggressor nation tomorrow would 


you be able to round up a very large force to meet your responsibili- 
ties ? 


Admiral O’Nem. For port security ? 

Mr. CanrievpD. Yes, for port security. 

Admiral O’Nemu. No, sir; we would not. We have some men there. 
We have this limited port-security program, that is the 4,000-men and 
500-officer program we got in the supplemental. 


Mr. Canrretp. Would you be able to round up more than 300 men, 
if that many? 


Admiral O’Nermtx. I do not recall. 

Mr. CanrreLp. Just approximately. 

Admiral O’Nemu. Three hundred in the New York area? 

Mr. Canrrevp. Yes. 

Admiral O’Nem. Yes, sir; there would be at least 300 men. 

Mr. Canrtetp. There would not be much more than that, however, 
would there? 

Admiral O’Neitt. I doubt if there would be very many more than 
that. I do not know the exact number. 


Mr. Gary. Are you speaking of regulars or reserves? 
Mr. Canrrexp. Both. 


Mr. Gary. The total? 

Mr. Canrrexp. I am speaking of the total. 
do you not? 

Admiral O’Nem. I was thinking of the number of men in port se- 
curity. As to the number assigned to the New York area for port 


You have that in mind, 
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security and the number of reservists in port-security training may 


run as much as 500 men. I am more or less guessing on that right at 
the moment. 


MANAGEMENT SURVEYS 


Mr. CanFietp. Admiral, you told us of the two new management 
surveys now in progress in the Coast Guard through your own initia- 
tion. Do I understand that the cost thereof came from savings? 

Admiral Ricumonp. Not in the Coast Guard. 

Admiral O’Nemx. Will you answer that, Admiral Richmond? 

Admiral Ricumonp. I think Colonel Johnson could answer. 

Mr. Jounson. Mr. Canfield, Congress authotized the President to 
use not to exceed $1,000,000 which could be derived from savings in 
other appropriations throughout the executive branch for the purpose 
of management improvement studies. The Treasury Department did 
contribute to the savings from organizations other than the Coast 
Guard, and from those funds the Budget allocated money to various 
departments and agencies to make certain studies that they had 
approved and which they felt were necessary and desirable. 


Cost or Contract Srupies 


Mr. CanrieLp. What is the contract cost of these studies? 

Admiral Ricumonp. The Booz, Allen, and Hamilton study was not 
to exceed $40,000, and the other one was $29,000. 

Mr. JoHnson. $26,000. 

Admiral Ricomonp, $40,000 and $26,000. I would like to put the 
exact figure in the record, but that is approximately right. 

Mr. Canrievp. Secretary Snyder and you yourself, Admiral, have re- 
peatedly referred to the great help obtained by the Coast Guard 
through the EBASCO survey which was initiated late in 1947 by this 
subcommittee. 

Admiral Ricumonp. Yes, sir. 

Mr. Canrtexp. In fact, the Secretary went out of his way to make 
several references to it in his presentation here last week. I take it 
that the EBASCO survey did not comprehend the particular items now 
being surveyed by these two new approaches. 

Admiral Ricumonp. Not in the detail these two approaches went 
into it. EBASCO did, of course, go to the yard and have indicated 
some work ought to be done. They also commented on our personnel 
problem, but they did not attempt to go into the detail that Booz, 
Allen, and Hamilton did. 


EBASCO Recommenpations Pur Into Errecr 


Mr. Canrietp. What percentage of the EBASCO survey recom- 
mendations were found good and put into effect ? 

Admiral Ricumonp. I think 1 have a complete summary of the 
EBASCO recommendations here. Out of the total of 193 recom- 
mendations only 27 were rejected. The balance have either been 
completed or are in process, and some of those were classed as con- 
tinuing. They recommended practices and some of the practices were 
already in force in the Coast Guard or had been in force, and they 
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recommended that they be carried on and, of course, there is one still 
pending, legislation pending, which, of course, is outside of the scope 
of the Coast Guard control. Specifically in answer to your question 
I would say that insofar as the Coast Guard was concerned we would 
classify all but 27 of them as desirable recommendations. 


ALLEGATIONS OF Hovse SuscoMMITTEE ON OVERSTAFFING 


Mr. Canrretp. You know, Admiral, the chairman has had placed 
in the record that part of the Secretary's letter dealing with the allega- 
tions of the so-called Williams committee. There are some of us who 
have not reviewed the, letter. I wonder if you, perchance, have any- 
thing additional that you would like to submit to this committee this 
morning bearing on the criticism ¢ 

Off the record. 

(Discussion off the record.) 

Mr. Canrtevp. Is there anything further that you would add to 
that letter? 

Admiral O’Netu. No, sir; the Secretary’s letter covers all of the 
points raised insofar as the report concerns the Coast Guard. 


Jersey Crry Supepiy Depot anp BrooKLyN ANNEX 


Mr. Canrretp. What is the picture today regarding that Jersey 
City supply depot and the Brooklyn Annex of the Jersey City supply 
depot which is referred to in this report ? 

Admiral Ricumonp. EBASCO recommended, of course, that we 
dispose of the Jersey City supply depot on the theory that the buildin 
is not adequate, and behind it was the idea that the Coast Duar 
should obtain a modern supply depot. 

T can say that insofar as the Coast Guard is concerned we would be 
wholly in accord with that, but as a practical matter it has not been 
able to dispose of the Jersey City supply depot, even though the build- 
ing is not properly designed as a supply depot, because it is the only 
building we have available for that. 

Now with respect to the Brooklyn Annex, that is still being used 
for certain overflow stock that we have no place to put. It is the 
type of material that we cannot accommodate at the Jersey City sup- 
ply depot, and until we have an adequate place to put it we have 
no other alternative but to maintain it. 

That is one of the charges made in the Williams subcommittee re- 
port, which indicated that we had not carried out the EBASCO recom- 
mendations, but the answer to it is it would be impracticable to carry 
it out until we had a suitable substitute, which would demand a rather 
large appropriation before we would be able to move out of the Jersey 
City building. 


Names or Weatruer Srations 


Mr. Canrrevp. Admiral, who names the weather stations: where 
do you get the names for them / 

Admiral Ricumonp. Well, of course, the names are the international 
code names or letters that have been assigned to them. I mean they 
just use letters and those they get from the international code. 
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Mr. Canrietp. Well, one station is c: alled Sugar. 
Admiral O’Nem. Instead of using “S” they say, “Sugar.” 
Mr. Canrietp. Yes; I should know “that as an old radio ham myself. 


Rervurn or Coast Guarp Vessets From U.S. S. R. 


Mr. Canrietp. Did the U.S. S. R. finally return the Coast Guard 
vessels which were loaned to it duri ing World War IT? 

Admiral Ricumonp. Of the three ice breakers that were trans- 
ferred to the U.S. 8S. R. one of those has been returned, and title to it 
has been transferred to the Navy. That vessel, to the best of my 
knowledge, is presently at Yokosuka Naval Base in Japan. I saw 
her there last summer being reconditioned. 

Mr. Canrtetp. Now, some dock facilities along the coast suffered 
considerable damage due to storms of hurricane proportions. Do I 
understand you have in mind a supplemental request to take care of 
replacements, repairs, and so forth? 

Admiral Ricumonp. Yes, sir; we have presently pending a request 
for a supplemental to repair storm damage. It has not been ap- 
proved yet for presentation. 

Mr. CanFrevp. Will it embrace any other activity? 

Admiral Ricumonp. The supplemental, we hope, will embrace ad- 
ditional amounts to take care of increased costs of travel under the 
joint regulations of the Armed Forces that will become effective on 
March 1, and in addition to that we have received a letter from the 
Bureau of the Budget which authorizes in principle the Coast Guard 
taking over the manning of two additional ocean stations. One of 
those is presently being manned by the Navy. The Navy would like 
to transfer this duty to the Coast Guard, and there is another station 
too that is not being manned named Station Queen. The chart shows 
the two stations involved. Station Victor which is between Midway 
and Tokyo is presently being manned by the Navy with the Navy in- 
dicating that they do not intend to man that beyond the Ist of July. 
Station : Queen north of Honolulu is not presently manned. The Navy 
is to make available eight DE’s for this duty, and to recondition 
them, and the Coast Guard is to man them on the Ist of July if the 
presently worked out plans materialize and, of course, the necessary 
personnel, roughly 1,000 men, will be above the personnel require- 
ment included in the 1952 estimate. 


Distress CASES 


Mr. Canrrevp. Admiral, will you present for the record a brief 
statement concerning some of the oustanding rescues during this last 
year? 

Admiral O’Net. I will furnish that for the record, Mr. Canfield. 

(The matter referred to is as follows:) 


DISTRESS CASES 


A few of the rescues performed by the Coast Guard during 1950 will illus- 
trate some of the types of rescues performed and will demonstrate the wide areas 
in which the Coast Guard operates. 

2. Starting on February 14, 1950, Coast Guard units participated in a search 
for and rescue of 17 of the 25 crew members of an Air Force B—36 after they 
had bailed out of their burning plane at night in a fog off the northwest Canadian 
coast. Coast Guard aircraft from Port Angeles, Wash., Ketchikan, Alaska, and 
Coast Guard vessels from Ketchikan and Sitka, Alaska, and from Port Angeles, 
Wash., participated in the search. After 3 days’ search 17 survivors were 
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located, were transported from an island in Queen Charlotte Sound by a Coast 
Guard vessel to a rendezvous with a Coast Guard amphibian aircraft which then 
delivered them to the Air Force in a Canadian port. The Coast Guard continued 
the search for the additional five men for five additional days. 

3. On April 10, 1950, Coast Guard cutter Ingham, occupying ocean station 
DOG some 1,800 miles east of New York, assisted the 6,500-ton American vessel 
the steamship American Producer in extinguishing a fire after the American 
Producer had exhausted all of her CO, fire extinguishers. The Ingham placed 
men and fire-fighting equipment aboard the American Producer and escorted the 
vessel until the fire was definitely under control. This vessel and its cargo were 
valued at $4,000,000 and had 63 persons aboard. 

4. On June 5, 1950, a nonscheduled C-46 air carrier with 65 persons aboard 
was forced to ditch in a position 310 miles northeast of Miami. Coast Guard 
vessels at sea, the cutter Aurora from Savannah, Ga., and Coast Guard aircraft 
from St. Petersburg, Fla.; Miami, Fla.; San Juan, P. R.; Elizabeth City, N. C.; 
New York, N. Y., and Salem, Mass., proceeded immediately. The ditching took 
place at 11 p. m. and at 5:42 a. m. Coast Guard aircraft from Elizabeth City, 
N. C., sighted 33 survivors in three rafts. Additional rafts were dropped and 
a Navy destroyer directed to the scene. 

5. On August 24, 1950, the cutter Casco, while at sea, received a request for 
medical advice from the Greek steamer steamship Igor. When the patient failed 
to respond to the prescribed medical treatment the Igor requested assistance 
from the doctor aboard the Casco. The Igor was intercepted and the patient 
transferred to the Casco where the doctor diagnosed the case as a ruptured peptic 
ulcer or a ruptured appendix and determined that immediate evacuation by air- 
craft was necessary. Coast Guard aircraft from Floyd Bennett Field, N. Y., 
removed the patient from the Casco in a position 560 miles east-southeast of 
New York and flew him back to Floyd Bennett Field where a Coast Guard heli- 
copter transferred him to the marine hospital at Staten Island. While the 
patient’s condition was extremely critical hospitalization was effected in time 
to save his life. 

6. On August 25, 1950, the U. S. S. Benevolence, a Navy hospital ship, was 
sunk in the entrance to San Francisco Bay after a collision with the steamship 
Mary Luckenback in a fog. Commander, Twelfth Coast Guard District, directed 
the search utilizing all available Coast Guard equipment in the San Francisco 
Bay area including boats from three lifeboat stations, the base at Alameda and 
aircraft from the South San Francisco Air Station. The prompt action of com- 
mander, Twelfth Coast Guard District, has been credited by the Navy with being 
instrumental in the rescue of 407 of the 505 persons aboard. 


Mr. Sremrnsxt. I have just two observations. First, I am thank- 
ful to the Coast Guard and to the Navy for a recent experience I had. 
We had two rescue planes come out 600 miles away from Honolulu 
when I was flying to the Far East last September. It was a great 
comfort to the men on their way to Korea to see such prompt action 
on the part of the Coast Guard when one of our motors was dead and 
the other was going out. In the other case, the Navy discovered 3,500 
Russian mines sown in Wonsan Harbor. 

If tomorrow the port area around Jersey City were found to be 
mined by enemy mines whose responsibility would the prevention and 
detection be? 

Admiral O’Netii. The Navy’s. That is part of the harbor defense 
work. 

Mr. Stemrnsxt. Referring to this world war which we are preparing 
to fight if it becomes necessary, I wonder if you are making provisions 
in the Coast Guard to detect mines planted by motor launches, fishing 
boats, and so forth. 

Admiral O’Nemu. In our port security work, we have authority, 
and we actually do control the movements of all vessels in harbors 
and the approaches to the harbors, and we also maintain a beach patrol 
in wartime. 
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Mr. Sreminskr. Admiral, are you radar-equipped for metallic de- 
tections at night ? 

Admiral O’Nem.. On some of our boats we have radar equipment. 

Mr. Sreminski. Do your planes have any, sir? 

Admiral O’Nem. Yes. 

Mr. Sreminsxt. Night spotters? 

Admiral O’Nem.. Yes. We use radar. We are using radar- 
equipped planes in our ice patrol work. 

Mr. SremrnsxI. Fine. One last question, sir. I felt the Coast Guard 
was needed in Korea. It was not there. Most of us were shocked 
when we found that Wonsan Harbor was mined. Our planes had 
been going up almost to the Manchurian border bombing installations. 
The Navy was running up and down the coast. There were some 
twenty-thousand-odd, perhaps 50,000 troops that swung around the 
Korean peninsula and we were going to land at Wonsan, but our land- 
ing was delayed 17 days. Three minesweepers were blown up. 

I have the feeling that perhaps there should be an implementation 
of mine field detection that might come to the Coast Guard, and 
perhaps give it great credit and prestige. I do not know if the Navy 
works that close to shore ; does it ? 

Admiral O’Neu. Particularly in these foreign areas, like Korea, 
of course, the Navy has been handling all of that. 

Mr. Steminsxt. Do you get a show-in on any of that? 

Admiral O’Netuz. No, sir; we do not come into that picture. 

Mr. Sremrnskt. I had the pleasure and privilege of writing a survey 
or a critique on the Cresap, McCormick, and Paget report that they 
made of the Department of the Army in 1949. I wonder if they 
yar aa you before they wrote their final recommendations. Did 
they ¢ 

Admiral Ricumonp. Yes. 

Mr. Steminski. Did they go over each of the items with you? 

Admiral Ricnmonp. They came down—well, to begin with, sir, 
we followed the practice that we have done in every one of these 
management studies. We assigned an officer to work right with them 
throughout and to keep us advised of what their thinking was. 

Mr. Steminskt. But before they went to final print, did they discuss 
with you and with the chiefs involved, what the situation was? 

Admiral Ricumonp. In this case they discussed it both at the 
yard—that was in the particular area of study, and in addition to that 
their force came down and presented a rather detailed résumé of their 
whole report, with graphs—a complete lecture, if you want to put 
it that way. 

Mr. Sremrinsxi. It might be interesting for you to know that in 
their Department of the Army survey they recommended the elimi- 
nation of the Army Field Forces, now commanded by General Clark, 
at that time under General Devers. The installation is still operating. 
This is no reflection on Paget. It was a rather sweeping recom- 
mendation at the time, and the people at Army Field Forces felt that 
tg some frustrations were allowed to come into print out of the 

entagon; and that the people in Field Forces might not have been 
consulted on the particular recommendation. 

I lectured on supply economy in five out of the six of our Army 
headquarters in 1949, trying to save the Army $100,000,000. The 
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answer of General Hoffman at Fort Sam Houston was that there was 
a differentiation between authority and responsibility and that com- 
mand could not bring about economy in the Army, because it took 
away a commander’s ability to execute economy. General Hoffman 
said: Sieminski, if you can get the Establishment to give command, 
authority with responsibility, we will give you economy in the Army.” 

I do not know what the status is with the Coast Guard. Do you feel 
that you have good supply economy or are you limited by restrictions 
in command, as the Army felt it was in 1949? 

Admiral O’Nemu. No, sir; I think we have the necessary leeway, 
you might call it, in that respect, in the Coast Guard. 

Mr. Sremrnsxt. Fine. 

Mr. CanrteLp. Will the gentleman yield? 

Mr. Stemrysxt. I yield. 

Mr. Canrtevp. I think the major will agree with me that at this 
particular moment, because of the dangers involved, the Coast Guard 
should be personally represented in the highest military councils of 
the Nation. 

Mr. Stemrnskt. I am a freshman Congressman. I feel, as a service 
to my country, I want to bring what I know is a fact out in the field, 
and in Korea. I received a letter 10 days ago from an officer in 
Korea which went something like this: 

No matter how the emergency is painted back home, and it is a dangerous day 
that we are living in, if you can get the Defense Establishment to think in terms 
of supply economy and eliminate waste, wherever it is, you will have a more 
efficient fighting force, because then economy becomes instinctive. 

It is not an attempt to restrict funds that I am asking for. It is a 
dedication to using what you are given with the utmost care and con- 
servation. I am trying to get that point across. 

We saw waste in Korea. 

When the Coast Guard moves into action with the Navy, I should 
like to feel that I am on record as carrying this plea from Korea to 
you to do what you can with the money that you are given. And I 
am sure you will. Thank you. 

Admiral O’Nem. We always strive to do that; yes, sir. 


RESERVISTS 


Mr. Fernanpez. Mr. Chairman, one other question. Admiral, in 
addition to the benefits and rights which you say accrue to the re- 
servists, there is another additional benefit that is very valuable to 
them in that in time of war they are assured of serving in the Coast 
Guard as the service of their choice rather than in any other. That is 
true, is it not? 
Admiral O’New. Yes, sir. 
Mr, Fernanvez. They cannot be drafted for any other service? 
Admiral O’Neiu. Not out of the Coast Guard; no, sir. 
Mr. Frrnanvez. When they are in the reserve. 
g oo am O’Nemu. The Volunteer Reserve, of course could be 
rafted. 


Mr. Fernanvez. You make a distinction between the Volunteer Re- 
serve and other reserves / 
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Admiral O’Nem. In other words, the Organized Reserves with 
their drilling hours, the men in that are exempt from the draft. Those 
who enlist in the Volunteer Reserve, who do not take the weekly drill- 
ing periods, who go on training periods for say 2 weeks a year, they 
are not necessarily exempt from the draft. Some of them might be 
drafted, some might not. I think the general policy right now prob- 
ably would be that they would be drafted, but there is nothing in the 
law to my knowledge that would exempt them, as a veteran of World 
War II is exempted. 

Mr. Fernanpvez. But the real reservists under the authorized re- 
serve program would not be drafted for any other service, because 
if called, he would be called to the Coast Guard? 

Admiral O’Neru. Yes, sir. 

Mr. Fernanpez. On the other side of the ledger, of course, they 
know that if called they will have to go irrespective of any exemption 
that they might otherwise have; that is true? 

Admiral O’NeEILu. Yes, sir. 

Mr. Canrietp. When the gentleman from New Mexico speaks about 
benefits, I am sure that he does not mean that the Coast Guard is a 
safety refuge, because, as you all know, in time of war 

Mr. Fernanvez. I certainly do not mean that. 

Mr. Canrietp. They have some of the most dangerous tasks to 
perform. 

Mr. Frernanvez. I certainly do not mean to imply that. But cer- 
tainly there is a benefit in the man having his choice of service. 

Mr. CanFietp. That is correct. 

Mr. Fernanvez. I think that is a benefit. 

Mr. Gary. A lot of them select the most dangerous service in the 
Army, too. 


OpeRATING Expenses, Coast Guarp 


Funds available for obligation 





g ] 
1950 actual |1951 estimate | 1952 estimate 





DIRECT OBLIGATIONS 


Appropriation or estimate - -- ; 1$154, 600,000 | $162, 700, 000 
Comparative transfer from— 
“Salaries, Office of Commandant, Coast Guard’’_________. 2, 502, 030 
“Pay and allowances, Coast Guard’’...............-...-.. 80, 478, 784 
“General expenses, Coast Guard”’ 
“Civilian employees, Coast Guard”’ 9 a z 
Comparative transfer to “Reserve training, Coast Guard” _ -__ 





Total direct obligations. _...............---- ODORS I 126,367,718 | 153,600,000 | 162, 700, 000 











REIMBURSABLE OBLIGATIONS 





Reimbursements for services performed 
Comparative transfer from— 
“Pay and allowances, Coast Guard’’_.____- 
“General expenses, Coast Guard’’. 
“Civilian employees, Coast Guard” 








Total reimbursable obligations.._.__..- : ; : 181, 973 | 275, 000 | 





} 
| 
i 


Total obligations __-a.---------| 126,549,691 | 153,875,000 | 162, 975, 000 
| | 


1Includes amount appropriated in the Second Supplemental Appropriation Act, 1951. 


Nore.—Pursuant to the Treasury Department Appropriation Act, 1951, obligated appro- 
priation balances as of July 1, 1950, were transferred to this title from the following 
accounts : 

“Salaries, Office of the Commandant, Coast Guard” $145, 591 
“Pay and allowances, Coast Guard” 5, 284, 172 
“General expenses, Coast Guard” 10, 408, 254 
“Civilian employees, Coast Guard” 85, 050 
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Orrratine Exrenses, Coast Guarp—Continued 
Obligations by activities 





Description 





1950 actual 





DIRECT OBLIGATIONS 


1. Search, rescue, and law enforcement 
2. Operation of aids to navigation 
3. Operation of ocean stations for meteorological and other 


REIMBURSABLE ORLIGATIONS 


Services performed for other agencies 










Total obligations. ___.................. 








181, 973 





443, $73, 226, 597 256, 
-| 41, 545, 608 45, 330, 115 46, 309, 490 
18, 379, 066 20, 343, 288 20, 134, 093 
4ésuegidapstew 14, 700, 000 23. 000 
126, 367, 718 | _ 153, 600, 000 , 000 











126, 549, 691 


















Obligations by objects 





Object classification 


1950 actual 


1951 estimate 


1952 estimate 





ieee 
“pause tronain Csr ae AHL Nas nia Sa Sead ARES A Ate dase . 





Total number of permanent positions 


Full-time equivalent of all other positions: Civilian 
Average — of all employees: 


Milita’ 
Civi 


Permanent positions: 
ilitai 






pay in excess of 52-week base 
Night work differential, custodial 
Overtime and holiday pay 
Marine inspection (46 U. 8. C. 382b)_- 
Additional compensation above basic rates for keepers 


(Public Law 143). 


Territorial cost-of-living allowance 


Total personal service obligations 
Deduct charges for quarters and subsistence 


Personal services _. 


Law 77 771) 
Travel 


SSRzZBs8 


Supplies and materials 
Equipment 


Bweess 





SUMMARY OF PERSONAL SERVICES 
Nomriltery of permanent positions: 


Total average number of all employees 
Personal service obligations: 


Ae time and temporary positions 


Net personal service obligations 


DIRECT ORLICATIONS 


Transportation of things_................_..- 
iS SESE eee eases 
Beeman Geen uae merwenee. le 
Printing and reproduction 
Other contractual services 

Services pasemed. by ee: ee SEES ES Le 


Lands and structures -_----- : 
Pensions, annuities, and insurance claims-__- 
Refunds, awards, and indemnities 


Total direct obligations 













26, 364 31, 480 31, 467 
90 93 93 
23, 215 26, 317 28, 217 











26.105 |... : 27, 450 
3.145 2, 797 2,797 
170 See, EEC 
36, 670 42, 500 42, 500 
159, 854 153, 973 153, 973 

\ 59, 234 59, 
78,092,726 | 93,441,902 | 101, 088, 025 
43, 808 43 43, 380 





78, 048, 918 


101, 044, 645 












96, 725, 185 


4, 319, 460 
3, 176, 665 








126, 367, 718 
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Orrratina Expenses, Coast Guarp—Continued 


Obligations by objects—Continued 





} 
Object classification 1950 actual 1951 estimate | 1952 estimate 





REIMRBURSARLE ORLICATIONS 


Personal services $54 
21 

Transportation of things__- 56 
04 Communication services 936 
Rents and utility services 15, 693 
Other contractual services 56, 903 
Supplies and materials . 86, 700 | 
Equipment 20, 910 | 








Total reimbursable obligations 181, 973 epaee 275, 000 
Total obligations ~ 126, 549, 691 | ~ 153,875,000 | 162, 975, 000 











Mr. Gary. We shall take up at this time the estimate for operating 
expenses, Coast Guard, and at this point in the record we will insert 
page 272 of the justifications, from which it appears that the regular 
appropriation for 1951 was $136,000,000; the supplemental appro- 
priation for 1951 was $18,600,000, or a total appropriation for 1951 of 
$154,600,000. The request for 1952 is $162,700,000, making an increase 
requested above the total appropriation for 1951 of $8,100,000. 


6 mento ac te Pc PRR aE TET NA IAN ET IEE 


OPERATING EXPENSES, COAST GUARD 


sl@ies 


Analysis of appropriation base for fiscal year 1952 


Regular appropriation, 1951 act_......_...--______-_________-_ ._ $136, 000, 000 
Supplemental appropriation for 1951 


— 


250 
467 
a’ 


Total appropriation, 1951 
Reductions : 

Comparative transfer to “Reserve training, Coast 
Guard”_ 

Search, rescue, and law enforcement 

Operation of aids to navigation 

Operation of ocean stations for meteorological 
and other services 

Port security 





—3, 782, 58 


Additions: 
Search, rescue, and law enforcement 216, 365 
Operation of aids to navigation 141, 553 
Operation of ocean stations for meteorological 
and other services_-- 61, 542 
Port security 8, 703, 750 


WGlSRlSS Ss SSsss F 








+9, 123, 210 
Adjustment in base 


Appropriation base for 1952 
Appropriation estimate for 1952- 162, 700, 000 





Increase over appropriation base for 1952 2, 759, 374 


Increase or decrease from total appropriation, 1951 
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Orreratine Expenses, Coast Guarp—Continued 


Comparison of appropriation base with appropriation estimate for 1952 





























Appropriation base | Appropriation esti- 2 
for 1952 mate for 1952 | [mcrease or decrease 
Activity ; 
Average Average Average, 
positions Amount positions Amount positions | Amount 
Search, rescue, and law enforcement. -_|_......-- $71, 809, 447 |...._...- $73, 256,417 |.......-- $ 1, 446, 970 
Operation of aids to navigation _-_--...}.-..----- 45, 304,778 |......... 46, 309,490 |_.....--. 914, 712 
Operation of ocean stations for meteor- 
logical and other services.............|...-..---- J} * ¢ ee 20, 134, 093 |......... 397, 692 
ee EPS SER: Ee 23, 000, 000 }.......-- 23, 000, 000 ~-o-norne|sneeenene--- 
Increase over appropriation base _---- -- 31, 443 |159, 940,626 | 31,467 |162, 700,000 24 2, 759, 374 
Adjustment in base..--.............-.- =}, 925 |—6, 300, 696 |.........]....-...-..- +1, 925 | +5, 340, 626 
Total, appropriation 1951, and 
appropriation estimate for 1952.| 29, 518 |154, 600,000 | 31, 467 |162, 700,000 | +1,949 | +8, 100,000 
i 














Mr. Gary. Admiral, will you explain this increase to us now. 

Admiral O’Nemx. Admiral Richmond, will you explain that? 

Admiral Ricumonp. Essentially the increase is for the operating 
costs of the additional personnel of the port-security program. As 
set out on the page that has been inserted in the record there are other 
adjustments. For example, in the 1951 figure, there was included 
$1,000,000 for Reserve which has now been transferred to a separate 
appropriation under this presentation. There are other reductions. 
There is a reduction in the operating expenses for maintenance of 
vessels this year because of the elimination of a nonrecurring item, 
namely, the installation of certain sonar and defensive equipment, 
which is being installed in 1951. 

The port security program, which I have mentioned, is the greater 
portion of the increase; another increase that has come about is because 
of the larger number of discharges in 1952 than in 1951 and other 
adjustments; an increase in indirect expenses. Also dependents’ assis- 


tance funds on a full-year basis as distinguished from a part-year 
basis, as included in 1951. 


LANGUAGE CHANGES 


Mr. Gary. You seem to have some language changes in the bill. 
Will you explain those ? ; 

Admiral Ricumonp. The words “personal services at the seat of 
government” and “printing and binding” have been deleted because 
these are no longer required in the appropriation language in order to 
make this appropriation available for these specific items. 

The limitation on the number of motor vehicles to be replaced is 
changed downward from 66 to 31. That is just a question of the 
number that is required. 

The limitation on the amount that can be spent for recreation and 
amusement has been increased from $190,000 for 1951 to $280,000 in 
1952. This is brought about because of two elements: one. the in- 
creased cost of the various items of recreation and amusement, both 
the equipment and movies that are provided for the personnel, plus 
the additional number of personnel in the service. 

There is also a deletion of languge that was put in last year to cover 
the reserve training, which is set up as a separate appropriation. 
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Furthermore, there is another change, the last change. It is pro- 

sed to bring up to date the language which was included in the 
1951 bill for the first time which provided for the closing out of all 
unobligated balances, or rather the transfer of all unobligated bal- 
ances at the end of the fiscal year to surplus and placing all of the 
obligated but not expended amounts into the current appropria- 
tion. That was gone into in detail last year. The only changes 
here are to bring that language which was incorporated last year for 
the first time forward into the current bill. 


NUMBER OF AUTOMOBILES 


Mr. Gary. What is your automobile picture now ? 

Admiral Ricumonp. In what respect, sir? 

Mr. Gary. How many do you have? 

Admiral Ricumonp. At the present time the number of passenger 
cars in operation is 184; trucks, 1,474; and other vehicles, 1,010. In 
1952 we plan, out of the 184 passenger cars to replace 31 and to re- 
place 190 of the 1,474 trucks. 

Mr. Gary. How old are the cars that you are replacing? 

Admiral Ricumonp. None of them that will be replaced is under 6 
years old. Some of them are older than that. 

Commander Arcer. The average life of those to be replaced is 6 
years. 

Mr. Gary. Are you increasing the number at all ? 

Admiral Ricumonp. No, sir. These are replacements, pure and 
simple. 

Mr. Gary. You are not asking for any additional ? 

Admiral Ricumonp. No, sir; not in this program. There are some 
additional cars in the reserve program; 11 I think is the figure. But 
that is in a different appropriation. 

Mr. Gary. You say you are not asking for any increase in the 
number of planes, but the language here changes with regard to planes. 

Admiral Rrcumonp. The language for 1951 was changed by virtue 
of the supplemental, when we increased from 110 to 113 to take care 
of the 3 experimental helicopters and this language is in comparison 
with that; in other words, the 1951 as amended by the supplemental. 


PERSON NEL 


Mr. Gary. As I understand, in this program you are not asking 
for any personnel over and above the number that has already been 
approved for 19517 

Admiral RicHmonp. That is correct. 

Mr. Gary. In the combined regular and supplental appropriation ? 

Admiral Ricumonp. That is correct, sir. I might modify that to 
this extent. As far as cadets are concerned, there is an average of 
24 additional cadets. The entering class will not be any larger than 
last year’s class, but the average employment, if you want to call it 
that, at the Academy, will run higher, because we will have two suc- 
cessive years of large classes. So the average of attendance at the 
Academy during the year will be 24 above what it was for 1951. 

Mr. Gary. That is at the Coast Guard Academy ? 

Admiral Ricumonp. That is correct. 
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Mr. Gary. They will be students? 
Admiral Ricumonp. That is correct, sir. 

Mr. Gary. Not active employees? 

Admiral Ricumonp. That is right. 

Mr. Gary. But there is no increase in employees ? 
Admiral Ricumonp. That is right. 











Si RES aslacb, Asda Ss 





Reserve TRAINING 















Mr. Gary. We will insert in the record at this time page 348 of the 
justifications showing a comparison of the standard classification 
schedule for the Reserve training program. 

(The matter referred to is as follows :) 


RESERVE TRAINING 
Standard classification schedule 





Increase, 1952 esti- 
Appro- | Appro- | Appro- mate over— 
priation | priation | priation 
estimate | base for | estimate 
1951 1952 1952 
















1951 esti- 
1952 base mate 








Number of permane 
lal adkaa os xaberkbighiandinbe cindenne mee ‘ 9 59 96 7 37 
PIE cetines condone dda chaasashedalansa 12 12 36 24 24 


eR eee yt ay Seay Ln AS Salalah RRO cate 











Re ary 


Average number of all employees: 
Military ccm 
Civilian (permanent) 


Some 








OBJECT OF EXPENDITURE 





Personal services: 


Trainees, drill and active duty pay............-- $646,776 | $463,956 |$1,105,758 | $641,802 | $458, 982 
Military, net permanent.................. wit dude 225,263 | 225,263 | 470,195 | 244,932 244, 932 


Civilian, departmental: 













a seen ena 






















































Net permanent..-......-.....-...... enibewuedt 30, 900 30, 900 41, 300 10, 400 10, 400 
Regular pay in excess of 52 weeks............|-.-.-.--.-|---------- 160 160 160 
Total civilian, departmental..............- 30, 900 30, 900 | 41, 460 10, 560 | 10, 560 
Civilian, field: t 
ERAS Oe eae) ETI Bg) “eA 50, 350 50, 350 50, 350 j 
Regular pay in excess of 52 weeks............}.-.....-.-]--------- 200 200 200 . 
Total civilian, field.............-....--.--. eR IS, 50,550 | 50,550 | 50,550 
Total personal services....................- ~ 902, 939 720, 119 }1, 667,963 | 947, 844 765, 024 
I it Sa Sas iin saath cane chemi ioe tgeaibieenne SLU 29, 278 29, 278 968 56, 690 56, 690 
Transportation pinrate hailed acini isi tet shemicas wakagaiahe 4, 447 4, 447 9, 308 4, 861 4, 861 
Communication servioss............................- 920 920 2,178 1, 258 1, 258 
Rents and utility services. ..........................}.... BiG Peeks WEE. 10, 000 10, 000 10, 000 
Printing and reproduction... ...............-....... 9, 000 9, 000 11, 400 2, 400 2, 400 
Other contractual services. .........................- Lcieeeaelesbiisommaiod 65, 000 65, 000 65, 000 
Supplies and materials_--....................... ia 38, 091 38,091 | 112,063 73, 972 73, 972 
SS EES SRS eh Se COR once  f & Va 36, 120 36, 120 20, 795, 
Total appropriation or estimate..........._.... i! 000, 000 | 801, 855 (2,000,000 [1,198,145 | 1, 000, 000 











Miuirary PersoNNEL 





Mr. Gary. We will insert in the record at this time pages 349 
and 350 of the justifications and also a table showing a comparative 
schedule of active military personnel, United States Coast Guard. 
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(The matter referred to is as follows :) 


Summary comparison of personnel 





1950 actual 1952 estimate 
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Appropriation title 





Operating expenses: 
Military: 
Commissioned officers 
Warrant officers 
Cadets 
Enlisted men 


Subtotal, military 


Civilian: 
Salaried employees: 
Departmental 
field 


Subtotal, salaried 
Wage board employees__-____._- 
Part-time lamplighters_-...._._. 


Subtotal, civilian personnel. _- 
Total, operating expenses 
Acquisition, construction, and improve- 
ments: 
Civilian: 
Temporary salaried 
Temporary wage board.- 


Total, acquisition, construc- 


Aver- 
age 
number} 


ene | 


1, 135 


D $13, 412, 777 


093, 287 
543, 656 | 
49, 710, 379 | 


Cost | 
| 
} 
} 
} 
} 
| 
| 


23,215 | 67,760, 009 | 26, 317 


i 


2, 470, 290 | 
4, 319, 038 | 


number 


} 
1951 estimate | 


Aver- | 


age Cost 


5, 528, 575 
4: 389,036 | 
641, 270 | 
} 61, 667, 813 | 


82, 226, 6 


as, 


} 
764 | 2,720,313 | 
1,261 | 4,767,774 





1,838 
1,041 





90 


2, 969 | 10 10, 288, 288,819 | 3 


6, 789, 328 
3, 135, 769 
363, 722 


28,184 | 78,048, 915 


2, 025 7, 488, 087 | 
1, 083 3, 308,741 | 
_ 98 | 375,000 


3, 2 201 


| 11, 171,828 | 
| 29, 518 


Aver- | 
age | 


number) 


2,514 | 
890 | 
497 | 

24, 316 | 

28, 217 | 


Cost 


#16, 927, 798 
4, 544, 642 
" 673, 808 
67, 561, 457 


89, 707, 705 


797 | 
1, 277 | 


2, 823, 161 
4, 830, 038 





2, 074 
1, 083 
93 


7, 653, 199 
3, 308. 741 





ra 25 


11, 336, 940 





| 93,, 398, 522 | 31, 467. ' 101, 0 044, 6 645 














tion, and improvements. _- 


Reserve training: 
Military (administrative): 
Commissioned officers 


Subtotal, military 
Civilian (administrative): 
Departmental salaries 
Field salaried 
Subtotal, civilian personnel 
Trainees: 


Commissioned officers 
Enlisted men-_._......-- PRR FS 





550, 360 
193, 440 











743, 800 














470, 195 




















170, 703 
476, 073 


41,460 
50, 550 


322, 8 
782, 878 





Subtotal, trainees___.._..._._. | 


Total, reserve training 


Coast Guard yard fund: 
Military: 
Commissioned officers 
Warrant officers 
Enlisted men 


Subtotal, military 


Civilian: 
Salaried 


Total, Coast Guard yard fund_| | 


Summary: 
Military 
Civilian personnel 
Reserve trainees 


Total personal services 


646, 776 


1, 105, 758 








902, 939 


1, 667, 963 











67, 242 
283. 928 


107, 062 
68, 760 


’ 





454, 466 | 


470, 472 





470, 472 











497, 256 
4, 357, 734 








4, 854, 990 | 


539, 982 
3, 859, 760 


1,356 4 399, 742 | 





150 | 
Mtn 


1,360 | 


542, 082 
3, __ 3,857, 660 


we , 399, 742 





_ 58 309, 4 456 | 


1,493 | 4, 870, 214 


1, 487 





4, 870, 214 





| | 23, 352 | 
4, 540 | 


68, 214, 565 | 
15, 361, 666 | 


| 26, 498 
5 | 16, 346, 270 


| $2, 922, 429 


28, 450 
4, 717 


90, 648, 372 
16, 126, 337 
1, 105, 758 





| 27, 892 | 


83, 576, 231 


| 31, 271.5 | 


| 
| 
t 


99, 915, 475 | 
' 


33, 167 | 


107, 880, 467 





79961—51——_12 
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Comparative schedule of active military personnel, U. S. Coast Guard 




















1951, 1951, 1952, 1952, 
Grade average | average 1951, average | average 1952, 
regular | extra total? | regular extra total 3 
numbers ! numbers ? numbers !/\numbers ? 
| 





| 

| 

Commissioned officers: | 

Commandant, admiral_.............-.- 

Rear admiral ---.-__-- 

Captain... -..-- 
Commander. _---.-..-- 

Lieutenant commander. 

Lieutenant - Fivatie 

Lieutenant (junior grade 




















Total commissioned officers... ___._. 








Warrant officers: 
i DEES PLY ET a. ES 428 
MN 2a oct laste Sse 












Total warrant officers.........._._- OO es | 
Cae ak Foto win ukeidawes Saad 9 RR oe 








Enlisted men: 





Total enlisted men_..._______- 22, 831 ‘ 22, 831 24, 482 | 24, 482 




















Total active military.............__- 26, 202 | 206 | 26, 498 28, 176 274 | 28, 450 





1 Distribution of commissioned officers regular numbers are as authorized by 14 U. S. C. sec. 42. 

? Distribution of extra numbers (former Bureau of Marine Inspection and Navigation and former Lights 
house Service personnel) are as authorized by 14 U. 8. C. sec. 42, 432, and 433. 

+ Includes military personnel carried under Coast Guard yard fund and those engaged primarily in 
administration of Coast Guard reserve training program. 












Mr. Gary. I wonder if you could give us a table of the total military 
personnel, on a monthly basis, beginning with this fiscal year, to date / 

Admiral Ricumonp. Yes, sir; I do not have such a table here, but 
we can make it up. 

Mr. Gary. What we want is the total for each month and break 
it down as between officers and enlisted men, for your military per- 
sonnel, to show the extent to which you are increasing your force to 
take care of the security port program. 

Admiral O’Nem1. We will furnish that, Mr. Chairman. 

Mr. Gary. I think you might carry it through this fiscal year to 
show what your plans are for the rest of the fiscal year; in other 
words, take the present fiscal year and give us a monthly breakdown 
of what you expect in total military personnel for each month during 
the fiscal year including the balance of the year, if you have not fully 
recruited your force. 

Admiral RicumMonp. We shall insert such a statement. 
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(The statement is as follows :) 


Coast Guard military personnel—fiscal year 1951 





Month Commissioned | Warrant | Enlisted per- 
officers viticers | sonnel 





2, 064 20, 451 
2, 070 
2, 065 














INSPECTION OF SHIPS 


Mr. Canrietp. Admiral, under your program of inspection and re- 
inspection of vessels, are you called upon to inspect the ships of the 
merchant marine mothball fleet, as they are pulled out for active serv- 
ice again ? 

Admiral O’Netu. Yes, sir. That comes under our Merchant Ma- 
rine Safety Division, Office of Merchant Marine and Safety, and it 
is done in the field, of course, by the inspectors in the field. 

Mr. Canrrexp. These vessels are also inspected at intervals as they 
lie in their sanctuary, are they not? 

Admiral O’Netm. Not by the Coast Guard; no, sir. As I under- 
stand, the Maritime Commission has maintenance crews on board and 
presumably they carry on a certain amount of inspection work, as 
they carry on preservative and maintenance activities for the laid-up 
fleet. 

Mr. Canrievp. Before they are put into action again, they have to 
be inspected by Coast Guard inspectors ? 

Admiral O’Nemt. Yes, sir. They issue them a certificate, of course. 

Mr. Canrievp. Generally speaking, do you find those ships in fairly 
good shape? 

Admiral O’Nemu. Yes, sir; they are in fairly good shape. They 
are pretty well preserved. 

Mr. CanrFieip. They are slow-moving ships, however, are they not ? 

Admiral O’Nemu. They are mostly the Liberty’s and Victory’s, 
built in World War II, so they are, you might say, relatively new 
ships. 

Mr. CanrreLp. How fast can they travel ? 

Admiral O’Nemu. The Liberty’s I think are 12-knot ships and the 
Victory’s I think are a little bit faster, 15 to 17 knots approximately. 
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Mr. Canrretp. Admiral, I assume the Coast Guard is doing every- 


thing possible to prevent a disaster such as occurred in Amboy several 


months ago? 
Admiral O’Nem. Yes, sir. 


Mr. Canrtetp. You are doing everything you can to see that noth- 
ing like that happens again? 


Admiral O’Nemu. Yes, sir; we are. We started that, of course, 
before the Amboy explosion, as you know. 


Acaquistrion, CoNsTRUCTION, AND ImproveMENTS, Coast GUARD 


Funds available for obligation 





1950 actual 





1951 estimate | 1952 estimate 








DI I oii sien ns cndceemsiieny ewe secmen $10, 000, 000 | 1$24, 900, 000 $16, 000, 000 
Prior year balange EEE AEDS AP ree re: 2, 074, 398 - << | aie 
Total available for obligation 


EE HRN Ss in do Se 12,074,398 | 29, 313, 7 16, 000, 000 
Balance available in subsequent year_-................---..- —4, 413, 756 


EE EER ae EOE ey We BBE 7, 660, 642 





29, 313, 756 








Total obligations 








Obligations by activities 





> 
Description 1950 actual | 1951 estimate | 1952 estimate 





1, Search, rescue, and law enforcement 





Pebble Vipataa plese iy tS , 789, $12, 940, 683 1, 000 

2 es Wore oS ies ed 3, 260, 466 8, 473, 073 4, 551, 000 

i NG deedawcadncsninedcocwwsnuns = bi dandancihades EIS A Ee a ee 

i, Pe i iciwtin ceknc cc chncncccacccasceniosrchivebebal tise 7, 900, 000 }._....2.- 22-2. 
Total obligations 








RR Sar eet oe Mo dind he he s F 7, 660, 642 29,313,756 | 16, 000,000 








Obligations by objects 





Object classification 1950 actual | 1951 estimate | 1952 estimate 
| 





Full-time equivalent of all itions | 


folie seis Seaetans idiecusebhe 62 205. 5 83 
Average number of all employees 



















Ls slbianincailh cilia barilimiehbis nce iee 2 ai 62 205. 5 83 
01 Personal services: Part-time and temporary positions. - ._- $217, 857 $743, 800 $297, 645 
Se Sa... OS ENDO REAR, NEN RE RE | 48, 835 115, 506 37, 295 
03 Transportation of things_-_-___- Rdicasalatenctageea's: bokisacieiioonbreteiilict 29, 408 62, 050 31, 335 
06 Rests and utility services......-...................-.4--.- | 8 RE OS a Te aie 
07 Other contractual services. 140, 211 819, 309 47, 500 
08 Supplies and materials_- 778, 904 515, 440 242, 930 
09 Equipment____._.._..... 4, 748, 048 20, 060, 408 12, 549, 400 
10 Lands and structures 








pee resi. gah idee cutee CASS ese 1, 696, 143 6, 997, 243 2) 793, 895 
Pedi LAS, Se St Be | 29, 313, 756 








Total obligations 











1 Includes amount appropriated in the Second Supplemental Appropriation Act, 1951. 


Mr. Gary. The next item is the estimate for “Acquisition, construc- 
tion, and improvements, Coast Guard.” 


In this connection, we will insert page 307 of the justifications, 
from which it appears that $17,000,000 was appropriated in the 
regular act for 1951; there was a supplemental appropriation for 
1951 of $7,900,000, making a total appropriation for 1951 of $24,900,- 
000. The estimate for 1952 is $16,000,000, a decrease of $8,900,000. 
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(The matter referred to is as follows :) 


ACQUISITION, CONSTRUCTION, AND IMPROVEMENTS, CoAst GUARD 


Analysis of appropriation base for fiscal year 1952 





Regular appropriation, 1951 act______ 
Supplemental appropriation for 1951__ 

















: Total appropriation, 1951 
Reductions: Nonrecurring 1951 projects: 








: Search, rescue, and law enforcement _. $12, 525, 060 
8 Operation of aids to navigation -... 4,474, 940 
; Net OS A ae a a a 7, 900, 000 


Adjustment in base 





shape coment 





Appropriation base for 1952 
Appropriation estimate for 1952 



























Increase over appropriation base for 1952__...._________ 
Increase or decrease from total appropriation, 1951 


Comparison of appropriation base with appropriation estimate for 1952 





Appropriation base | Appropriation esti- 
for 1952 mate for 1952 Increase or decrease 


Activity 





Average} 
positions 


Average Average 
positions Amount Amount 


Amount positions 
































Search, rescue, and law enforcement. .}.........}....-.-.-.-- 59.4 ($11, 449, 000 59.4 | $11, 449, 000 
Operation of aids to navigation. --..._- TR EEN SF 23.6 | 4,551, 000 23.6 , 551, 
Increase over appropriation base_|__....._. [---<----2--- 83 83 16, 000, 000 


16, 000, 900 





Mr. Gary. While that is a decrease, it provides $16,000,000 in new 
equipment. Can you give us some idea as to what that $16,000,000 is 
going to be spent for, Admiral ? 
i Admiral Ricumonp. As indicated this morning in the Comman- 
a dant’s statement, the greater proportion of the $16,000,000 is for re- 
q placement of aircraft, $11,000,000 which leaves $5,000,000 for essential 
i items, mainly aids to navigation. Of the $5,000,000, $1,900,000 is for 
4 completion of the loran chain in southeastern Alaska. 

The balance of the items are of importance, and of a varying degree 
of cost depending upon the type of work and what is required. They 
are all set out on pages 310 to 325 and J should be glad to discuss any 
of them the committee is particularly interested in, or all of them. 
The presentation is broken into three groups, those items necessary for 
search rescue, and law enforcement; for aviation; and also the opera- 
tion of aids to navigation. 


CONSTRUCTION OF SEAPLANE RAMP AT ST. PETERSBURG, FLA. 


Mr. Gary. I notice that you have $100,000 in here for the construc- 
tion of a new permanent seaplane ramp at St. Petersburg, Fla.? 
Admiral Ricumonp. Yes, sir. 
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Mr. Gary. To replace the present deteriorated ramp and to provide: 
for continued safe operation of aircraft. Does that include the sea- 
wall? 

Admiral Ricumonp, No, sir. This is for the ramp alone. 

Mr. Gary. I visited St. Petersburg last November, and at that time 
the seawall was in pretty bad shape. 

Admiral Ricumonp. It is in bad condition. I was there in Decem- 
ber, as a matter of fact. It is a sizable undertaking to fix up the seawall 
dollarwise and it simply could not have been included in this estimate 
at this time, because we have limited this to essential items, things 
that we feel are mandatory for operation. 

Mr. Gary. What is the ramp used for? 

Admiral Ricumonp. The ramp is part of the sea wall. It is the 
ramp that is necessary for beaching the PBM’s. It is all part of the 
same project, but what we are doing is to repair the ramp. 

Mr. Gary. My recollection is that the sea wall on that entire side is 
in bad condition. 

Admiral Ricumonp. It is in very bad condition. As a matter of 
fact, when I was there in December, there were red flags on it and 
the personnel had to stay off it. The ramp is the only thing con- 
templated here. 


SITE AT KODIAK 


Mr. Gary. I notice you have $10,000 im here to acquire a site at 
Kodiak. Can you not get the Navy to give you a site at Kodiak? 

Admiral Ricumonp. I doubt it. In the first place, although the 
Navy has quite a big installation there, it is mainly a NAS and the 
dock space on the Navy site is relatively restricted. Originally they 
were supposed to give us land there. Whether or not we can still 
obtain that is in the process of being investigated. But the Navy, 
according to the last word that we had, had nothing that would be 
suitable. We cou'd probably get plenty of land, but it would not 
be any good unless there was some place we could build a dock and 
get a tender into it. You will recall that at Kodiak the Navy has 
relatively limited dock space themselves and, as a matter of fact, 
during the war when I operated in and out of there, it was a case of 
queueing up to get alongside the dock for fuel and then get out and 
anchor. 


STATUS OF CERTAIN SHIPS LOANED TO RUSSIA 


Mr. Gary. What is the situation now—Mr. Canfield was asking you 
about some of your vessels—concerning the vessels that were loaned to 
Russia? How many were loaned to Russia ? 

Admiral Ricumonp. Three. 

Mr. Gary. How many have you gotten back? 

Admiral Ricumonp. One. That is, the United States has gotten 
one back. We transferred three ice breakers to Russia during the war. 
One of those has been returned. Since we had no plans for operating 
it—we are presently operating two ice breakers—we transferred title 
to the Navy, which we could do under the law. That vessel is pres- 
ently in Japanese waters, possibly in Yokuska Naval Base. 

Mr. Gary. When did you transfer it ? 
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Admiral Ricumonp. To the Navy? 

Mr. Gary. Yes. 

Admiral Ricumonp. The Navy made the request about the time that 
the vessel came back, which was just about a year ago. 

Mr. Gary. I thought that the North Wind had been returned ? 

Admiral Ricumonp. There are two North Wind’s; that is the con- 
fusion, sir. The original program was for four ice breakers. The 
four ice breakers were to be known as the four Wind ships, North, 
East, South, and West. Before they were actually completed, the 
Soviet Government asked for the transfer of one ship. That was the 
original North Wind. They liked it so well that they came back 
shortly thereafter and said that they would like some more of them 
and they were given the South Wind and the West Wind. 

Certain money was set aside for the construction of three replace- 
ment ice breakers for the three that had been tranferred to the Soviets. 
They laid the keel and built the new North Wind and two others that 
presumably were to replace the South Wind and the West Wind. But 
they were not completed until after the war had ended and we were 
faced with cutting back our operations. So it was apparent that 
we could not operate more than the two ships, the new North Wind 
that had been built and the original Fast Wind. So we relinquished 
our claim, if you can call it that, to the Navy. We were all part of 
the Navy when these were laid down and those two ships are being 
operated by the Navy as the £disto and the Burton Isle. 

Mr. Gary. Was it the new Vorth Wind that we were on? 

Admiral Ricumonp. It was the new North Wind, the second North 
Wind. 

Mr. Gary. That never had been to Russia ? 

Admiral Ricumonp. No, sir. 

Mr. Gary. And that was built to replace the vessel that had been 
sent to Russia ? 

Admiral RicumMonp. Yes, sir. 

Mr. Gary. Under lend-lease ? 

Admiral Ricumonp. That is right. 

Mr. Frernanvrz. Where are the other two that Russia still has? 

Admiral Rrcumonp. I cannot answer that, sir. The story that I 
heard in Japan this year was that the Russians had said that the 
reason they were not returning the others in accordance with the 
agreement was that they had not been able to work them through the 
ice in the Northeast Passage, which I agree is quite plausible. I cannot 
deny that that might be the explanation. Then maybe, also, they might 
be dragging their feet. 

Mr. Gary. Recently they told the United States negotiators that 
all of them were so badly damaged that they were not worth anything. 

Admiral Ricumonp. I cannot answer that, sir. I asked about the 
South Wind in Japan and the Navy said that she came back in very 
good condition. 

Mr. Gary. I did not mean these particular ships, but the United 
States Government had demanded the return of all these vessels, as I 
understand it, and Russia said that the various vessels that were loaned 
to them were in such badly damaged condition that none of them were 
worth returning. The last I saw of it—and this was a recent news- 
paper article—is that the United States had asked the privilege of 
inspecting them. 
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Admiral Ricumonp. That might be true, sir; I do not know. Over 
there, the stories that I heard were that the Russians had said that 
they were full of good intent, they were going to return all three ice 
breakers, but the South Wind was the on y one that had been able to 
work from west to east, and get it through the Northeast Passage. 
And, as I say, that is quite a plausible Kd because anybody who 
knows how they have to work around that Northeast Passage knows 
that it is quite possible that both of the ships may be locked by ice 
someplace on the Siberian coast. 

Mr. Fernanvez. How much did these cost? 

Admiral Ricumonp. It is estimated that the vessels, with equip- 
ment, cost about $13,000,000 each. 

Mr. Fernanvez. I noticed on the ticker today that the United States 
said that they might scale their claim down from $800,000,000, per- 
haps a few hundred million, if the Russians would increase their offer 
of $240,000,000. I suppose that includes these ships? 

Admiral Ricumonp. I have always understood that the Russians, 
when faced with the proposition of either paying or giving them back, 
preferred to return the vessels. 


AIR STATION, BOSTON, MASS. 


Mr. Canrtecp. Admiral, I note that one of your items under “Acqui- 
sition, construction, and improvements” is the air station at, Boston, 
Mass. The justifications indicate that you plan to discontinue the 
present air station at Salem, Mass., from which land planes, you say, 
cannot operate. Will you tell us just what that program is? 

Admiral Ricumonp. Mr. Canfield, you will remember that this 

articular item has been one that has had considerable discussion. 

he Salem Air Station, as indicated here, is suitable only for water- 
borne take-offs, and has been inadequate for our needs for a con- 
siderable time, although we have continued to operate out of that 
station. A number of years ago, attempting to look further into 
the future and evaluate our needs, a survey was made to determine 
where would be the best place to locate an air station in New England 
that would take care both of water take-offs and land take-offs. 

Adhering to our policy of attempting to tie into somebody else’s 
improvements, if we possibly can, in order to save the Government 
money, the East Boston Air Base appeared to be the most logical 
place. The land for the East Boston Airport, as I understand, had 
originally belonged to the United States y fear) and was transferred 
to the State of Massachusetts. We picked out a site and planned, 
if we could recapture that land, eventually to develop our ‘hangar 
and air station there and also combine with it a lifeboat station, the 
Boston Harbor Lifeboat Station, which has always been a floating 
lifeboat station up until the time of the recent storm, when it was 
destroyed. We now have no lifeboat station for Boston. 

We went to the Army and asked the Army if they would reclaim 
sufficient land for our buildings from the State of Massachusetts. 
Unfortunately, that effort on our part broke in the newspapers as an 
accomplished plan and, if you will recall, the late Congressman Bates 
and several others were very much disturbed over the thought that 
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we were abandoning Salem. It was explained to him that any plans 
we had were very much in the distant future. 

The thing went along until about a year and a half ago. We were 
still attempting to clear the air and have the State of Massachusetts 
transfer land back to the Army so the Army could transfer it to us. 
Then the shoe got slightly on the other foot, so far as Salem was 
concerned, in that the State of Massachusetts and Congressman Bates 
and others became quite interested in our abandoning Salem and going 
some place else, which would release the buildings which we had at 
Salem for, I believe, a vocational school. There were a lot of argu- 
ments for our getting out of Salem, one of them being that the city 
of Salem is constructing a steam power plant. -I think on one of the 
approaches to the landing water area. At the present time we are 
restricted under certain winds in getting in and out of Salem Harbor. 
This is the first step, you might say. The land has now been trans- 
ferred. This is the first step with going ahead with our long-range 
plan of abandoning Salem and going to East Boston. 


MOBILE LORAN INSTALLATION 


Mr. CanFrevp. Admiral, what is a mobile loran installation? I 
ask that question because I note that you are asking for one at a cost 
of $226,000, 

Admiral Ricumonp. The mobile installation is one that we can 
move about relatively easily. As part of this review of the plan, it 
has been suggested by ourselves that instead of putting in these sta- 
tions on a permanent basis in the first installation, the best way to do 
is to get on the air by simply putting in a mobile station and letting 
time prove whether or not the station is really needed. 

The same problem confronts us today that confronted us right after 
the war. A great many of the chains were put in on the basis of 
military necessity. A chain that goes in for military necessity may 
or may not coincide with a postwar need. 

A little over a year ago, when the Cocos Island Station outside Guam 
went off the air, our officer in charge in the Guam section got his sta- 
tion back on the air through a little ingenuity. By, borrowing. 
begging, or stealing from the Army several large trailers and borrow- 
ing or begging from the Navy a couple of LCM’s to transport them 
and get them to the same site, he put his equipment in the trailers 
and reinstalled service. 

This summer I was out there and although we are rebuilding that 
particular station because that is one of the permanent locations, they 
were still operating out of these trucks. He had one truck with his 
generators and another truck for the transmitting equipment. It is not 
an ideal situation, but it has convinced us that as a quick way of getting 
back on the air it is a solution until you can rebuild as required. And it 
may be the solution to putting in some of these chains that are not 
too firm as far as postwar or peacetime need is concerned. This par- 
ticular one is really a reserve station that we would hold and if a 304 
ricane or a typhoon or any other act of God occurred which would put 
a station off the air, it would give us equipment to get on the air again 
within a reasonable time. 
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USE OF HELICOPTERS 


Mr. Canrrecp. Admiral, you pioneered in the use of helicopters for 
search and rescue work. I am sure you will agree with me that the 
achievements of the helicopter in action in Korea have been amaz- 
ing; is not that so? 

Admiral Ricumonp. I can only judge by the reports I see in the 
papers, but I think it has been proved that the helicopter has great 
possibilities, first, as we have indicated, for search and rescue and in 
addition to that I think the Army has found that they are very ad- 
vantageous for observation and rescues. ; 

Mr. Canrietp. They are being used by the city of New York. 

Mr. Gary. But not for dropping mail on a post-office roof. 

Mr. Canrievp. Is that for the record ? 

Mr. Gary. Yes; that is for the record. 

Mr. Canrrecp. The CAB examiners have already recommended 
concurrence in the application of the interests there. 

Mr. Gary. I think we will call the CAB up here and let them know 
the views of some of the members of this committee. 

Mr. Canrrevp. All I want is the truth; that is all I want. 

Mr. Gary. That is all I want, too. You cannot convince me that it 
is necessary to spend $300,000 to get a few packages of mail down on 
the roof of a building when you can transport the mail just as easy 
by another method for $75,000. 





LIMITATION 






ON PROJECTS 


Mr. PassMan. Admiral, under “acquisition, construction, and im- 
provements,” in your general statement you say: 





The funds requested under this appropriation title represent capital invest- 
ments in Coast Guard operating facilities, such as the establishment and improve- 
ment of aids to navigation, the acquisition of aircraft, the replacement or im- 
provement of vessels, and the replacement or improvement of shore structures. 

Then you say: 

In compliance with the directive of the President relating to the curtailment 
of the use of materials and other resources needed for national defense the pro- 
gram for 1952 is limited to projects of an urgent-character and is considerably 
below annual replacement which normally should be observed, taking into con- 
sideration the total value of the investment in Coast Guard facilities. 


There is a reduction in this request of $8,900,000. Do you know of 
any investment that would contribute any more greatly to national 
defense than just what you are requesting here? 

Admiral O’Neu1. Of course, all of these items appearing in this 
budget are national defense items. 

Mr. PassMan. I understand that, but you state here the request is 
$8,900,000 below that of last year because— 


in compliance with the directive of the President re'ating to the curtailment of 
the use of materials and other resources needed for national defense the program 
for 1952 is limited to projects of an urgent character. 

I think this is very definitely national defense. 

Admiral O’Neizi. There were certain items that were deemed not 
absolutely vital, you might say, that were not included, and I think a 
lot of that makes up the $8,000,000. 
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We are asking for sufficient funds to keep our present fleet properly 
repaired and maintained. 

r. Sremrnskt. Referring to the use of helicopters in Korea, I 
do not know whose department this falls in, but evidently the training 
on how to approach a helicopter has not been too broad because the 
kids when they were called from the reserve area at night would go 
out as a team to get litter cases, and when they did they were uncon- 
scious of that rear propeller. One time it just sheared one kid’s face 


right off. If you are going to give credit to aircraft evacuation I am 
sure that you must give credit to some of the liaison planes that jumped 
in there and did a great job, planes other than helicopters. 


CONSTRUCTION AND IMPROVEMENTS 


Mr. Gary. I notice in looking through your various items for which 
these construction and improvement funds are to be used that you 
are establishing various facilities. There is one to establish a lighted 
sound buoy to replace Handkerchief Shoals Lightship. There is 
another to establish an electrically operated seacoast light, and to 
establish a seacoast light at South West Pass East Jetty For Signal 
Station, and so forth. 

Does that mean that you are expanding the service in those cases? 

Admiral O’Nemux. The purpose of that, Mr. Chairman, is this: 
A board was convened here about 2 yearsago. A survey was made of 
many of our units, such as lifeboat stations, light stations, lighthouses, 
and so forth, to see if any could be disestablished in the interest of 
economy without jeopardizing martime commerce. That board made 
and submitted its report, recommending that certain units be dis- 
established, and most of the recommendations pertained to aids to 
navigation. They recommended that certain changes be made or other 
establishments be put up before the present one was disestablished, 
for example, a lightship. They recommended that we disestablish 
Handkerchief Shoals Lightship and that a lighted buoy be installed 
there before the lightship is taken away. That applies to these other 
items. They total $435,000. The savings that were recommended by 
the board were about $380,000 a year, and before you get that saving 
you have to do this. 

Mr. Gary. The reason I am asking is because I think in view of the 
national defense spending the people of this country are very defi- 
nitely of the opinion that we should not spend any more for non- 
defense items at the present time than is absolutely essential, that we 
should cut our nondefense spending to the bone. Now, I realize in 
your work that is awfully hard to determine what is defense and what 
fs nondefense. 

Admiral O’Nettu. All of ours is defense, Mr. Chairman. 

Mr. Gary. It is, to a certain extent, employed in the defense effort. 

Admiral O’Nemu.. Yes, sir. As to subitem (b) we have to have an 
aid to navigation there, and we either have to have the lightship or 
else an electrically operated seacoast light which would take its place 
after it was installed. 

Mr. Gary. You have a lightship there now ? 

Admiral O’Nettz. Yes, sir. 

Mr. Gary. You are just going to have a light there? 
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Admiral O’Nemu. Yes, sir; and disestablish the lightship. 

Mr. Gary. What will you save by that? 

Admiral O’Netu. The total amount on all the items recommended 
by the board, as I remember is $380,000. Do you want to add to that, 
Admiral Richmond ? 

Admiral Ricumonp. Coming down to brass tacks in this case you 
save on the operation of the lightship itself. The complement of that 
vessel is about 14 men, so you save the salaries of 14 people on the ship, 
plus the fact that that vessel probably is already thirty-some years old, 
and in the not-too-distant future will require replacements. This is 
a long-range approach to this. In other words, it is desirable to put 
in something which will reduce annually the operating costs, or con- 
tinue as we presently are. 

Mr. Gary. Your cost there is $275,000. What type of installation 
would you put in there? 

Admiral Ricumonp. A lighthouse with a radio beacon. That is one 
of the places where the board found that you could substitute a light 
on shore for a floating lightship. 

Mr. Gary. There would be some cost to operating that. 

Admiral Ricrmonp. Yes; there would be some cost, that is right. 

Mr. Gary. What would your crew be? 

Admiral Ricumonp. Three or four men to man the radio beacon 
station. 


Rerirep Pay 


Funds available for obligation 





| 
1950 actual | 1951 estimate | 1952 estimate 
































| 
Appropriation or estimate. _.__.........-.-.- st catihiascietcerenpeiniel $13, 864,000 | $15, 575,000 $16, 647, 000 
Unobligated balance, estimated savings...._.........-..----.. | ck 5) BORS iets, TAME TEIN 
i 
Total obligations _.. __...._- Scncticnbabdosnaidnn<edkeee 13, 861, 010 15, 575, 000 16, 647, 000 
Obligations by activities 
Description 1950 actual | 1951 estimate 1952 estimate 
Oe ee ch habieeias antas aces $5, 553, 411 $6, 285, 104 $6, 792, 509 
NS CS aCe ee ere mee meee pte ae ae 5, 514, 339 6, 236, 427 6, 661, 362 
3. Chief warrant and warrant officers. __- ee 1, 559, 382 1, 737, 013 1, 873, 806 
4. Former Lighthouse Service_............_....--..--..----.- 1, 183, 676 1, 261, 476 1, 259, 907 
S, omener Eamonwenn Gerwies....... .- ioc ncn cn decccuies 42, 216 40, 040 38, 500 
6. Reserve personnel (Public Law 810) ..............--.------- 7, 986 14, 940 20, 916 
Eee SOAS Pr” Re 5. 13, 861, 010 15, 575, 000 16, 647, 000 











Obligations by objects 


12 Pensions, annuities, and insurance claims: 
lat 


ER ME SR TEA oe MES TERS $13, 861, 010 
ETL TE EC TT FELT TT 15, 575, 000 
REET aR Tee OR ETT | HE 16, 647, 000 


The next item is “Retired pay of the Coast Guard,” and in this 
connection we will insert page 328 of the justifications. 
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(The matter referred to is as follows :) 


RETIRED Pay, Coast GUARD 
Analysis of appropriation base for fiscal year 1952 


Regular appropriation, 1951 act.._--._..________-___________--- $15, 575, 000 
Supplemental appropriation Tor 1901.._....-... fT 


worm mooronrinien, S001 Ls 15, 575, 000 
Reductions: 

Former Lighthouse Service-__.___-________________ $1, 569 

Former Lifesaving Service_..__._..-._-..-----__--~- 1, 540 








Appropriation base for 1952... $5 15, 571, S91 
Appropriation estimate for 1952........_--_--_--_______--_____-__ 16, 647, 000 
Increase over appropriation base for 1952__._____.____-______ 1, 075, 109 
Increase or decrease from total appropriation, 1951_____________ 1, 072, 000 


Comparison of appropriation base with appropriation estimate for 1952 

















Appropriation Appropriation esti- 
base for 1952 mate for 1952 Increase or decrease 
Activity 
Average Average Average 
Number Amount Number Amount Number Amount 
SEE SE ee 3, 248 | $6, 285, 104 3,511 | $6, 792, 509 263 $507, 405 
Commissioned officers _-_..............- , 541 | 6, 236, 427 1,646 | 6, 661,362 105 424, 935 
Chief warrant and warrant officers-___- 673 | 1,737,013 726 | 1,873, 806 53 136, 793 
Former pee mee =e 803 | 1, 259, 907 3 Sh LS ES Cee 
Former Lifesaving Service............. 50 38, 500 50 8 RSS ee ePene 
Reserve personnel (Public Law 810) - -- 10 14, 940 14 20, 915 4 5, 976 
Increase over appropriation base. 6,325 | 15, 571, 891 6,750 | 16, 647, 000 425 1, 075, 109 
Adjustment in base.._...............-- +3 Sk REY SC) ee. —3 —3, 109 
Total, appropriation 1951, and 
appropriation estimate for 1952_| 6,328 | 15,575, 000 6, 750 | 16, 647, 000 422 1, 072, 000 























Mr. Gary. From page 328 it appears that your appropriation for 
1951 was $15,575,000 and that you request $16,647,000 for 1952, an 
increase of $1,072,000. 

Can you give us the reason for that increase ? 

Admiral Ricumonp. That is due to an estimated additional num- 
ber of people on the retired list next year, an increase of 425 in the 
average number of personnel in retirement. 

Mr. Gary. Well, that amount is fixed by law, and there is nothing 
we can do about it. 

Admiral Ricumonp. Yes, sir. 


LANGUAGE CHANGES 


Mr. Gary. Then there are some language changes there. 

Admiral Ricumonp. There really is no basic change in this. There 
is included, of course, the one provision that was also included in the 
supplemental language to permit the use of ap sr poee funds for 
paying charges arising in the prior fiscal year which come about as a 
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result of the Career Compensation Act allowing people already on 
the retired list to elect whether they will take retired pay under the 
Career Compensation Act or under the old basic rates. 
You will recall that was discussed at the time the supplemental! 
was before you. 
OBLIGATIONS TO DECEMBER 31 


Mr. Gary. What are your obligations running on that item ? 
Admiral Ricumonp. On the whole retired pay ? 

Mr. Gary. Yes. 

Admiral Ricumonp. The obligations to December 31 ran $7,461,584. 


Reserve TRAINING 


Funds available for obligation 





1950 actual | 1951 estimate | 1952 estimate 

















DBPURIIINE OF DI. catia bccn tires chnnin eeibite aldo teianbddas bérneneonwen $2, 000, 000 
Comparative transfer from “Operating expenses, Coast 

SE cs eerironepaninsannannenditprmainadmenmutinnnnebtbninnaaiabignanhiale $1,000, 000 |....-.....__. 

Rotel ehentleee. 5. iss obs ten. ass LR | Pe EK ERA 1, 000, 000 2, 000, 000 





Obligations by activities 


Reserve training program: 
ES RS BREE AEBS es BE ae ES aaa ec $1, 000, 000 
TTS UE EE FS a PI ERE: ES 2, 000, 006 


Obligations by objects 





























| 
Object classification | 1950 actual | 1951 estimate 1952 estimate 
po a a ee .| | $ 
Pa te | 
Number of permanent positions: | 
Military ao nal 59 6 
Civilian __._- ia 12 | 36 
Total number of permanent positions... . . : 7i 132 
Average number of all employees: | 
Military . OME EEO. Ns i Ne deveiaid 44 OF 
Civilian. ....... AMES REETES S| 11 34 
Total average number of all employees_....._.......-.- = i Beg 55 130) 
01 Personal services: 
Permanent positions: | 
Military ad a Ik POE SET, Be ES $225, 263 $470, 195 
an. ............ seterrerrot oe preesroresesey 30; 900 91, 650 
Regular pay in excess of 52-week base 5463 5e]ebtie-S4bthe~e jebGocachits 360 
Drill and active duty pay of trainees ca 646, 776 1, 105, 758 
Total personal services ; eet a 902, 989 1, 667, % 
02 Travel cies piel ett en ainoneatee 29, 278 85, 968 
03 Transportation of things hecmeanie 4, 447 9, 308 
04 Communication services A aT eee, aE eRe 920 2, 178 
05 Rents and utility services 1G GPR UE: SEIBES ReAn 10, O04 
06 Printing and reproduction. et EEO Ree 9, 000 11, 40¢ 
7 Other contractual services 
Services performed by other agencies.._......__.-___-_}. 22-2222 e eft ele. 65, 000 
ee SRE eee LE, 5 ee et ee 38, 091 112, 063 
09 Equipment Rat Rh ba Shs ee PLA MB, Fee, BER 26k Se 15, 324 36, 121 





N\A IO UEI OT SAA Raa HN Sai 1, 000, 000 2, 000, 000 
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Mr. Gary. The next item is “Reserve training of the Coast Guard.” 
We will insert page 330 of the justifications at this point in the record. 
(The matter referred to is as follows :) 


RESERVE TRAINING, Coast GUARD 
Analysis of appropriation base for fiscal year 1952 


Regular appropriation, 1951 act fied 


Supplemental appropriation for 1951___________________ SE! steel ed Mala — 


Reserve training program: Comparative transfer from “Operating 


Total appropriation, 1951 -> 





expenses, Coast Guard”_________ EE EAL La MRS EE) SEITE SEN BEL $1, 000, 000 
Reductions, Reserve training program: 
OT SERS rele BES A A ON DL REE Gat £82 & $182, 820 
See REN EFS Ss we ay Fee ke 15, 325 
eel Reig: a tae eae ee ai ean 198, 145 
5 et Belge a A Ah Rta ect Ai Ml Re etd cnn hc —198, 145 
Appropriation base for 195222 — 22 801, 855 
Appropriation. estimate for 1952.....-..--..-.......-___--.._ i. 2, 000, 000 
Increase over.appropriation base for 1952... ~....._________ 1, 198, 145 
Increase or decrease from total appropriation, 1951__..__.________ 2, 000, 000 


Comparison of appropriation base with appropriation estimate for 1952 





j 


Appropriation base Appropriation esti- 
2 





Increase or decrease 




















’ for 195 mate for 1952 
Activity peene nee eb Df : SSRIS ST CSTE bccn 
Average Average! Average 
positions Amount |positions| Amount |positions Amount 
Pa re | —— 
Reserve training program: | | iia | 
Direct expense EF gale dey fig ts mah BRE Udy Po } $503, 025 | $1, 302, 472 Secat $799, 447 
Indirect expense - - Tae a 55.4 298,830 | 130.4 | 697, 528 | 75 | 398, 698 
Increase over appropriation base 55.4} 801,855 | 130.4 | 2,000, 000 | 75 | 1,198, 145 
Adjustment in base__...._....- Par | : +198, 145 og Shs<| ji —198, 145 
a ee —-. es | eee | <n 
Total appropriation, 1951, and | | | } 
Appropriation estimate for | | 
ag CRS SEEN, : | 55.4 | 1,000, 000 | 130.4 | 2,000, 000 | 75 1, 000, 000 
i | | | | 





Mr. Gary. $1,000,000 was approprited for this item last year, and 
you are asking for $2,000,000 this year. 

I believe we have discussed that item pretty fully so far. Is there 
anything further you would like to say, or are there any further ques- 
tions on this Reserve program / 


REDUCTIONS IN CLOTHING AND UNIFORM ALLOWANCES 


Mr. Fernanpez. On page 334 there are shown reductions in uniform 
allowances for 414 officer trainees and in clothing allowances for 2,702 
enlisted trainees. What does that mean; do they have to buy uni- 
forms ? 

Admiral Ricumonp. You say do they have to buy uniforms? 

Mr. Fernanpez. Yes; what does that mean? 
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Admiral Ricumonp. We only give them that allowance when they 
first enter the service. In other words, this involves 414 officer trainees. 
It is a nonrecurring item which was true in 1951, and will not true in 
1952. They are already in. 

Mr. Fernanpez. I see. In other words, you furnish each trainee 
with a uniform allowance—not with a uniform, but with a uniform 
allowance? 

Admiral Ricumonp. Yes, sir; that is correct. 

Mr. Passman. It is true that all of your enlisted personnel get a 
monthly uniform allowance? 

Admiral Ricumonp. Yes, sir. 

Mr. Passman. Under your present program you have in the Regu- 
lar Coast Guard enlistment of 3 years ! 

Admiral Ricumonp. That is right. 

Mr. Passman. Do you have reservists on active duty, or do you 
transfer them from the Reserves to Regular service once they are in? 

Admiral Ricumonp. At the present time, with the exception of 
some officers who have volunteered for active duty, several hundred 
officers, there are no reserves on active duty as such. In other words, 
there are no enlisted men. 

There is presently under consideration the possibility of making all 
the enlistments in the Coast Guard enlistments in the reserve, as was 
done in World War II. After a certain date in World War II there 
were no enlistments in the Regular Coast Guard. 

Mr. Passman. That is true today, so far as enlisted personnel on 
active duty areconcerned. They are transferred into the Coast Guard 
as of now / 

Admiral Ricnmonp. They are all in the Coast Guard. There are 
no reserves on active duty. 


LIMITATION AS TO ENLISTED STRENGTH 


Mr. Passman. Is there any limitation by law as to the number of 
men serving in the Coast Guard at any one time? 

Admiral Ricumonp. Only for officers. There is no limitation for 
enlisted men. 

Mr. Gary. All right, gentlemen ; that seems to be all. 

Admiral O’Netii. Mr. Chairman we thank you and each member 
of your committee for the patient and courteous treatment which we 
have received here. 
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Tuurspay, Fepruary 15, 1951. 


BUREAU OF INTERNAL REVENUE 


WITNESSES 


GEORGE J. SCHOENEMAN, COMMISSIONER 

DANIEL A. BOLICH, ASSISTANT COMMISSIONER 

T. C. ATKESON, ASSISTANT TO THE COMMISSIONER 

FREDERICK I. EVANS, BUDGET AND FINANCE OFFICER 

JOE N. McCOLLUM, ASSISTANT BUDGET AND FINANCE OFFICER 

A. H. CROSS, DEPUTY COMMISSIONER, ACCOUNTS AND 
COLLECTIONS UNIT 

HAROLD A. SERR, TECHNICAL ADVISER, ALCOHOL TAX UNIT 

CHARLES OLIPHANT, CHIEF COUNSEL 


CLINTON L. WALCH, PROCEDURAL TECHNICIAN, PLANNING 
DIVISION 


Mr. Gary. The committee will come to order. We will take up this 
morning the budget estimates for the Bureau of Internal Revenue. 
Mr. Schoeneman, do you have a general statement that you would 
like to read? 

Mr. ScHoENEMAN. Yes, I do have one which I would like to read, 
if it is agreeable to the committee. 

Mr. Gary. Yes, sir; we will be glad to hear from you at this time. 


GENERAL STATEMENT 


Mr. ScHoENEMAN. Mr. Chairman, since we appeared before you 
last year, a number of changes have occurred which will have impor- 
tant effects on our workload for the fiscal year 1952. They stem from 
three sources: (a) The Social Security Act amendments of 1950; 
(b) the Revenue Act of 1950; and (c) the increase in general business 
activity. 

The Social Security Act amendments of 1950 have made it necessary 
to lay out, launch, and operate an entirely new broad-scale program of 
taxes, involving the collection of taxes from housewives, charitable 
and religious organizations, the self-employed in trade and business, 
and governmental units. At the conclusion of my statement I would 
like to have you see the pamphlets, forms, and other materials which 
have been developed in the launching of this far-reaching program. 

The Revenue Act of 1950 has added to our responsibilities by in- 
creasing the number of taxpayers through the extension of the excise 
tax coverage to retail sales of furs and jewelry made at auction, to 
deep-freeze units, to television receivers, to sales by the United States 
and its agencies, and by tightening up the application of the trans- 
portation taxes. Numerous knotty operational responsibilities have 
been added as a result of the provisions respecting changes in install- 
ment method of payment of taxes; tax treatment of employees of the 
United States resident in certain of its insular possessions; the require- 
ment to obtain and to make available to the public data concerning 
sources of income and disbursements of certain exempt organizations 
and the taxation of unrelated business income of certain exempt 
organizations. It is also appropriate to add to this list the problems 
created by the Organic Act of Guam which makes the Federal income 
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tax applicable there, and provides that the revenue derived therefrom 
is to be made available to Guam. The major changes in the Revenue 
Act of 1950, of course, relate to the increased withholding and income 
tax rates. 

The last of the three sources which I mentioned as being responsible 
for additions to our basic workload is the inerease in general business 
activity. This expansion places upon us the need to handle a much 
larger number of excise, withholding, social security, and income re- 
turns that are voluntarily filed; it adds to the potential number of 
delinquent returns which we must obtain by our own efforts; it 
creates larger problems of audit through expanded number of returns 
in the higher brackets; and, combined with the higher rates, it stimu- 
lates tax avoidance efforts on the part of some people that make it 
more difficult for us to collect the full amounts due. 

The effects of these changes, and many others which I have not 
covered here, together with the existing basic job, have been trans- 
lated into workload units insofar as we have been able to do so, and 
these are shown under each of the official ‘activity’’ categories used 
in presenting the 1952 estimates for the Internal Revenue Service. 
Although they are shown in detail in the budget document, I would 
like to high-light a few of them for you. 

Activity No. 1 includes all interpretation and ruling services which 
we are required to perform. Due to recently enacted revenue legis- 
lation, new situations created by such legislation, new situations 
created by expanded business activity, and problems of new tax- 
payers, we estimate an increase in number of regulations, interpretative 
rulings, and legislative reports. This number is estimated to increase 
from 27,660 in 1951 to 28,430 in 1952, or an increase of 2.8 percent. 
The estimated increase in specific case rulings and advisory opinions 
is from 58,440 for 1951 to 60,000 for 1952, or 2.6 percent. 

Our budget estimates for 1952 have allocated approximately 1.5 
percent of our total manpower and cost to this activity. 

Activity No. 2 includes the investigation and audit of tax returns. 
The need to investigate a larger number of returns merely to hold our 
present relative position in audit coverage is caused by the fact that 
there is a larger number of returns, the amounts reported on the 
returns are larger, and the tax involved is greater both because of the 
larger income and the increased rates. The same type of expansion 
has taken place in the excise tax base and in corporate profits. During 
1950 we covered through office or field audit 4,326,886 returns. 
During the current fiscal year we are attempting to cover 5,152,800, 
and for 1952 we estimate that we will audit 5,187,400. The slight 
increase in number of audits which our budget estimates provide is 
far below the expected expansion in the audit job, but we have held 
it to this rather low figure until we have more time to appraise the 
effects of the many improvements being applied to our audit policies. 
I would be happy to have you inquire into this program in such detail 
as you may wish after I have given you the over-all picture of our 
estimates. Our budget estimates have allocated 44.2 percent of our 
total manpower and 48.4 percent of our total cost to this activity. 

Activity No. 3 includes all work associated with the collection of 
delinquent accounts. The delinquent tax notices and bills prepared 
during 1950 numbered 17,000,000. This figure is expected to rise 





193 


to 18.2 million in 1951, and to 18.4 million in 1952. The number of 
distraint warrants closed during 1950 was 1.8 million. For 1951 and 
1952 this figure is estimated to be 1,840,000 and 1,997,000, respectively. 
Delinquent tax claims prosecuted against taxpayers’ estates, insolvent 
taxpayers, etc., numbered 7,002 for 1950 and is expected to reach 
8,880 for 1951 and 11,270 for 1952. 11.5 percent of our total man- 
power and 9.7 percent of our total cost are allocated to this activity. 

Activity No. 4 includes all appellate work. This is an activity 
which needs to be speeded up, to eliminate as many of the tax uncer- 
tainties as possible for both the taxpayer and the Government. In 
the income and profits tax field there were pending as of September 
30, 1950, proposed deficiencies of nearly 1.8 billion dollars. Of this 
amount, issues involving nearly 1.4 billion dollars were before the 
Bureau and its field offices, 400 million dollars before The Tax Court, 
and 12 million dollars before appellate courts. The proposed over- 
assessments that were pending as of the same date aggregated 314 
million dollars, of which 262 million were before the Tax Court. 

We are attempting to speed up this work by the selection of quali- 
fied appellate officers from our audit and investigative staffs. One 
or two figures on workloads will indicate what we are up against. 
The number of taxpayer conferences held during 1950 was 41,750. 
For 1951 we estimate 46,900, and for 1952, 48,900. The number of 
case disposal of appeals to the Technical Staff during 1950 was 11,572, 
for 1951 it is estimated at 12,420, and for 1952 at 13,100. The rising 
interest cost shows that we should add manpower to this activity. 
Of the total interest payments, only a very small portion arises from 
the overprepayment type of refund; the great bulk is associated with 
cases involving issues long in dispute. 3.5 percent of our total man- 
power and 4.8 percent of our total cost are allocated to the appellate 
activity. 

Activity No. 5 covers all phases of work involved in the administra- 
tion of (1) the internal revenue laws relating to the supervision of 
production and warehousing, and the tax payment, of distilled spirits, 
alcohol, wines, fermented liquors, cereal beverages, and denatured 
alcohol, and (2) the provisions of the Federal Alcohol Administration 
Act and regulations issued thereunder; and the detection and prose- 
cution of persons violating these statutes. The workload is deter- 
mined largely by the seale of operations of the industries affected. 
Our workload estimates for 1952 are tied rather closely to the actual 
figures for 1950. One or two items will indicate the quantities 
involved. The number of inspections of plants and permittees aggre- 
gated 332,852 for 1950, and is estimated at 345,000 for 1952. The 
number of investigations of violators was 29,906 for 1950, and is esti- 
mated at 31,400 for 1952. The number of gallons of mash seized 
during 1950 was 4,892,608, and is estimated at 5,100,000 for 1952. 
This activity accounts for 6.6 percent of our manpower and 7.8 percent 
of our cost. 

Activity No. 6 covers the so-called housekeeping operations of 
receiving and accounting for returns and money, and all the incidental 
paper work. For 1952, this activity accounts for 31.8 percent of 
our manpower and 26.9 percent of our cost. The operations involved 
are so numerous and diverse that it is difficult to obtain a satisfactory 
index of the aggregate workload. Several types of workload data are 
shown in the estimates before you, but I believe that the one item to 
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be high-lighted is the number of returns to be received, controlled, 
and otherwise processed. The 1950 figure is not directly comparable 
with figures for later years, because our official count of returns in 1950 
reflects the consolidation of the social security and the withholding 
tax returns in the final quarter of the year only. For 1951 the esti- 
mated number of all returns received is 83,515,000. The estimate for 
1952 is 90,072,000, which represents an increase of 6,557,000, or 8 
percent. This increase is accounted for by— 
Returns 

(a) Quarterly returns under extended social-security coverage for 3 

additional quarters (only 1 quarter represented in 1951) 6, 057, 000 
(6) Additional individual income-tax returns attributable to the ex- 

tension of social-security coverage to self-employed persons_._._._ 500, 000 

The highly conservative character of this 1952 estimate of returns 
is indicated by the fact that it makes no allowance for an increase in 
regular income-tax returns, Forms 1040A and 1040. Some expansion 
of returns in this area seems inevitable, however, in consequence of 
population growth and a larger number of persons gainfully employed. 

he two remaining activities shown in the budget estimates are 
statistical reporting and executive direction. There are no adequate 
workload indexes for either of these activities, but both combined ac- 
count for only about 1 percent of our manpower and cost. 

This brief review of the composition of our workload by activities 
leads me to the conclusion that we will be confronted during 1952 with 
a much greater workload than during 1951, and that the 1952 workload 
will have greater importance as a result of the probable increased 
urgency for the collection of the revenues. Despite this fact, we are 
now asking for an increase of only 148 new average positions. Our 
estimates also provide for the full year employment of the new posi- 
tions which you authorized for 1951 on a part-year basis. From the 
money standpoint, we are seeking an increase of only 3.51 percent. 

Contrasting this request with the workload increases which I have 
described, it must be observed that we are depending in part upon 
the continuing success of our efforts to develop far-reaching improve- 
ments in both our housekeeping and enforcement operations to aid 
in seeing us through. 

During the past years you have indicated a sympathetic interest 
in our management program and policies, and I should like to take a 
few minutes to refresh your memory in regard to this program. 

(a) We have consistently striven to achieve more effective audit 
coverage and thereby do a better job of collecting the revenue which 
the Congress expects us to collect. To this end we have— 

(1) Undertaken through the audit control program to develop a 
method of locating tax errors by type of return and source of error 
in an attempt to improve the audit coverage and also concentrate 
audit effort on returns which are most in need of audit. The pre- 
liminary findings have already led us to some redirection of our 
manpower which we believe will achieve a better utilization of our 
enforcement officers. The analytical work is continuing and more 
improvement in audit policy and direction of audit effort is expected. 

(2) Expanded to a limited extent our audit coverage by entering 
into cooperative audit agreements with the States of Wisconsin and 
North Carolina. Based on the results of this experience, we propose 
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to enter into similar agreements with at least three additional States 
during this calendar year.. 

(3) Gradually increased the number of audit personnel through 
authorizations obtained from the Congress and through savings in 
the performance of our nonaudit functions. 

(4) Adopted numerous procedural changes designed to speed up 
the flow of individual income-tax returns, such as elimination of the 
requirement that the returns should come to Washington. 

(6) We have consistently attempted to improve compliance on the 
part of taxpayers by— 

(1) Continually improving the tax-return forms so as to obtain 
more accurate reporting by taxpayers. A recent example is the 
requirement that receipts of dividends and interest be itemized on 
Form 1040. 

(2) Redirecting audit efforts to weaker areas in order to stimulate 
greater voluntary compliance. 

(3) Keeping the filing requirements before all potential taxpayers 
through the wide distribution of tax forms, pamphlets, radio and 
television outlets, newspapers and magazines, streetcar ads, posters, 
and this year, for the first time, posters on mail trucks. 

(c) We have consistently sought to improve the efficiency of our 
housekeeping operations by— 

(1) Mechanization of routine-type office operations. 

(2) Management-engineering studies. 

(3) Cash awards and work simplification programs. 

(4) Strengthening of management and planning personnel. 

(5) The use of the committee established by the Secretary to direct 
studies of our operations. 

(6) More accurate and detailed cost reporting as a basis for job 
performance analyses. 

(7) Legislative recommendations to eliminate obsolete require- 
ments of law. 

(8) Implementation of Treasury Reorganization Plan No. 26. 

All of the foregoing are devices or methods of attack which have 
been used and are still being used to accomplish improvements. 

(2) We have sought to improve our accounting and budgeting tech- 
niques by— 

(1) The establishment during the past year of a budget review com- 
mittee, headed by the Assistant Commissioner in Charge of Operations 
and composed of representatives of the budget office and our manage- 
ment staff, to analyze and coordinate estimates of the operating units. 

(2) The establishment on January 1 of this year of an Office of 
Budget and Finance, to which has been assigned the task of reorganiz- 
ing our entire disbursement accounting operations to conform with 
the objectives of the recently enacted Budget and Accounting Pro- 
cedures Act of 1950. 

(3) The establishment of a Central Fiscal Office to serve all our 
field offices in the Boston area. This was set up last year for experi- 
mental purposes, but it has been so successful that it has been made 
permanent, and we intend to proceed with the establishment of 
regional fiscal offices in other areas as rapidly as possible. 

(e) We propose to urge through appropriate channels numerous 
legislative changes which we believe to be in the interest of better 
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revenue administration. We achieved many improvements in 1949 
through the enactment of Public Law 271.- This has encouraged us 
to press through channels for other items which will be of aid to us. 
Some of the additional items which we believe will be helpful are— 

(1) Raise the minimum amount of tax refunds which must be re- 
ported to the Joint Committee on Internal Revenue Taxation. 

(2) Raise the present limit on the amount of a tax refund which 
can be made by collectors of internal revenue without reference to 
Washington. 

(3) Introduce a withholding tax on dividends. 

(4) Introduce a set of consolidated withholding tax tables which 
will simplify the withholding duties of employers by withholding both 
the income and social-security taxes at the same time. 

On the technical side we have recently formalized a procedure for 
quarterly meetings with selected audit review officials in the field 
services for compiling a list of recommended legislative changes con- 
cerned with loopholes and other matters designed to reduce the 
obsolescence of the tax laws. 

(f) On the organizational front we are making changes as they 
prove to be helpful. Among those made since we were before you 
last are— 

(1) The transfer of the offer-in-compromise work from the office of 
the Special Deputy Commissioner to the Technical Staff. 

(2) The transfer of the ruling work in respect to the withholding 
tax from the Income Tax Unit to the Employment Tax Unit. 

(3) The vesting of all administrative accounting and financial re- 
porting functions under the newly established Office of Budget and 
Finance. 

(g) And one final but important policy which we have and will con- 
tinue to pursue relates to our efforts to simplify the work of the tax- 
payers as well as our own. Illustrations of this are— 

(1) The consolidation into one assessment of the income-tax with- 
holding and the social-security tax on one form. 

(2) The use of the Social Security Administration records for the 
establishment of the social-security trust fund, rather than the segre- 
gation of our collection records. 

(3) The elimination of the need to segregate income tax withheld 
and social-security taxes on the depositary receipt. 

(4) The development of an improved consolidated income and social- 
security withholding-return form. 

(5) The merger of the self-employment tax with the income tax on 
the individual income tax return form. 

(6) The simplification achieved in the Revenue Act of 1950 with 
respect to the computation of the corporate income tax. 

Many other similar ideas of wide scope are in the mill, and will be 
pushed at the appropriate time. 

The foregoing brief outline of points from our management program 
is intended to reflect its direction and impact on tax-administration 
policies. We have accomplished a great deal, and we propose to push 
ahead in the future just as fast and as far as possible. 

I turn now to a brief summation of our budget requirements. 

The amount of our estimates for 1952, as approved by the Bureau of 
the Budget, is $255,500,000. 

The total amount appropriated for our use for 1951 was $248,047,500. 
This amount was later reduced by $1,227,500 in accordance with the 
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rovisions of section 1214 of the General Appropriations Act of 1951, 
eaving $246,820,000 available for obligation. 

Therefore, the amount being requested for 1952 exceeds that for 
1951 by $8,680, 000, or 3.51 percent. 

This increase includes only $389,070 for wholly new positions. 

The components of the total increase of $8,680,000 are as follows: 


Projection into 1952 on full-year basis of the salaries of positions and related 


.costs allowed for 1951, as follows: 


893 field employees for 7 months 
142 field employees for 6 months 
1,673 field employees for 3 months 
830 field ern for 2 months 


$8, 241, 900 
849, 594 
Anteoisie within- m9 pidndehinies jenebiod by law___- , 314, 639 
Temporary employees for collectors’ offices (147.7 new positions) - - 389, 070 
Purchase of 19! automobiles for field force of Aleohol Tax Unit- 219, 650 
Additional cost of mechanization in collectors’ offices (rental 
equipment, $150,000; purchase of new equipment, $325,000) _ __- 475, 000 
Reimbursement to Bureau of Engraving and Printing for work to be 
performed 


Total additional cost, 1952 
Deduct nonrecurring items of expense in 1952: (Rental of build- 
ings, $5,274,000: printing and reproductions, $52,406; supplies 
and materials, $111,588; equipment, $730,059) __- So ios 2 lr i eR OES 


Net additional cost, 1952 over 1951 available funds pe 8, 680, 000 

In terms of personnel our request may be summarized as follows: 
Average positions authorized for 1951___--_-_- 
Average positions requested for 1952_-_. 
Or a gross increase in average positions of 

From this increase should be deducted 2,336.5 average positions, 
representing the adjustment to a full-year basis of the 3,538 positions 
authorized for fractiona! parts of 1951. 

Thus, the net increase in total number of average positions requested 
for 1952 is 147.7. The gross increase of 2,484.2 is to be applied as 
follows: 


Activity No. 2, investigation and audit of tax returns_-_._.-..------- 890. 9 
3 


Activity No. 3, collection of delinquent tax accounts__- - - 341.7 
Activity No. 6, processing returns , 223. 6 


The increase in activity No. 6 is due solely to the expanded social- 
security program. 
In summary form let me review once again how we propose to use 
our manpower in terms of basic activities: 
Activity Percent 
of total 
. Interpretation of revenue laws and ruling services _ -- Bs APE Be 1.4 
. Investigation and audit of tax returns. - - - --- icone M8 
. Collection of delinquent tex accounts_- ----- ees 11.5 
Taxpayer, conferences and appcals_-- BENE ar eh Oops ae ee fe 
. Regulatory, control, and inspection work____- : 6. 6 
. Processing returns, remittances, information documents, and claims 31.8 
. Statistical reporting facies « .9 
. Executive direction iinttove «fi 


whore 


GO SIS Ot 


In concluding this formal portion of my statement ~ want to make 
five points: 

1. Our estimates are based on conditions and law at the time of 
their preparation, and have no reference to the recently passed excess 
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rofits tax nor any currently discussed legislation. Neither do they 
include any manpower for the audit of the schedules relating to the 
social-security tax on the self-employed. The full effect of this work 
will come during the fiscal year 1953. 

2. The estimates which we have submitted to you represent the 
best judgment of all of us in the revenue service as to our needs for the 
proper discharge of the duties which the Congress has entrusted to us. 

3. We have carefully examined our capabilities, our attitudes, and 
our programs from the standpoint of determining whether we are 
doing all that we can to provide a revenue administration which 
will withstand the unforeseen shocks and strains of the future. As 
insurance against any personnel deficiencies, we are bringing in fresh 
talent from time to time to concentrate on those areas of administra- 
tion where new professional and technical knowledge is required. 

4. We fully appreciate the vital part that the revenue service will 
be called upon to play in the defense mechanism of our country and 
are making every attempt to consolidate the gains from all our’ im- 
provements as rapidly as possible. 

5. And finally, 1 want to state on the record what I have said so 
often to our people in the Service, namely, that this committee has 
manifested an intelligent and honest effort to understand the problems 
of revenue administration, and as a result of its criticisms and helpful 
attitudes we have made unbelievably rapid advances within the past 
2 or 3 years. And I assure you that we shall continue to welcome all 
the criticisms, questions, and suggestions that you may wish to 
direct to us. 


PAYMENT TO ALASKA OF ADDITIONAL INCOME TAX ON RAILROADS 
(RECEIPT LIMITATION) 


In addition to the normal income tax on net income, a tax of 1 
percent on the gross annual income of all railroad corporations doing 
business in Alaska, on business done in Alaska, is collected each fiscal 
year by the Bureau of Internal Revenue and deposited into the Federal 

reasury to be paid to the treasurer of Alaska and to be made applic- 
able to general territorial purposes. (Secs. 1300 and 1301, I. R. C.; 
31 U.S. C. 725 (e).) 

There is only one railroad corporation which is subject to this tax 
now operating in Alaska, the Pacific-Arctic Railway & Navigation 
Co. 

Section 4 of the Permanent Appropriation Repeal Act, 1934, 
approved June 26, 1934 (31 U.S. C. 725 (c)), provides that these col- 
lections shall be covered into the Treasur y as miscellaneous receipts, 
and, if the receipts for any one fiscal year are greater than the amount 
appropriated for the payment of such receipts to the territorial govern- 
ment concerned, such excess is authorized to be appropriated for the 
following fiscal year. 

In the fiscal year 1948 the amount of tax collected from this source 
was $6,097.61. In the fiscal year 1949 these collections amounted to 
$6,873.27, and in 1950, $7,123.89 was collected. It will be noted that 
these collections have been steadily increasing in recent past years. 
Collections from this source for the fiscal year 1951 are estimated to 
total approximately $8,000, and the estimated amount for 1952 is 
based on this figure. 
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PrRoGRAM ON Socrat Security CovERAGE 


I do not know at what juncture you want to hear it, Mr. Chairman, 
but in my formal statement I pointed to the efforts made by the Bureau 
in launching a new program on social-security coverage. It is a very 
interesting subject, and if you want to take a few minutes we would be 
glad to have Mr. Walch, who worked on the development of the pro- 
gram, explain that to you. Mr. Clinton Walch is a member of our 
Planning Division, a procedural technician in the Planning Division. 

Mr. Gary. Yes. 

Mr. ScHOENEMAN. Gentlemen, this is Mr. Clinton Walch. Mr. 
Walch, I have asked the chairman if he would like to have you describe 
the development of the social-security forms. 

Mr. Watcun. The first form I would like to show you gentlemen is 
this. This is really more of a publication than a form. It is a little 
multicolored pamphlet or leaflet that we have issued as the first step 
in our program to inform the housewives and the other household em- 
ployers of their obligations under this law. 

As you gentlemen are well aware, the law applies not to all house- 
hold employees, but only to certain ones, employees who work 24 
days and receive wages of $50. 

Mr. CanFie_p. We are mindful of the fact that you had to rush in 
here, Mr. Walch, so feel at ease and take a seventh-inning stretch. 

Mr. Watca. I appreciate that. These employees are subject to 
tax only if they work 24 days and receive wages of $50. This little 
publication is intended and designed to inform the housewife in as 
simple language as we think possible as to what her obligations are. 
If the housewife believes after reading this little publication that she is 
likely to be subject to these taxes she is to inform the collector. Where- 
upon the collector will send to her through the mail a little more 
detailed publication known as Circular H. It is the Household 
Employer’s Social Security Tax Guide. 

Now, this publication [indicating] is designed to tell the housewife 
in a little more detail just what her responsibilities are under this 
program. 

We have endeavored throughout the entire program to make our 
approach to the new taxpayers as simple as possible, and in this little 
pamphlet, although it is half a dozen or more pages long, we have 
embodied only such instructions as are absolutely necessary for the 
housewife to tell her just what she is supposed to do under this 
program. 

Now, once every quarter, in other words, four times a year, the 
collector, after having placed the housewife on his mailing list, will 
send her a tax-return form. 

This particular form is, perhaps, the most important device in the 
entire program. It is something that those of us who have worked 
on it are certainly not ashamed of. It is a very simple form which 
elicits from the housewife only the bare essentials that the Govern- 
ment needs to know in order to make sure that these taxes are collected 
and that the wage accounts for employees are properly maintained. 

Mr. Gary. What methods are you using to distribute this little 
blue booklet in the first place? 

Mr. Watcn. This is distributed through field offices of the collectors 
and the Social Security Administration. We have had very fine 
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cooperation from women’s organizations, the press, and women’s 
publications, and so forth, and apparently from the reports we are 
receiving from our field offices, this literature has been widely distrib- 
uted as is evidenced by the fact that in our collectors’ offices over the 
country the collectors, even today, have established mailing lists of 
thousands and thousands of housewives and other household employ- 
ers. So, apparently, we have been at least to some extent successful 
in reaching these people. 

This form will be sent to the housewife with her address on it. 
In other words, her name and address will already have been entered 
on the form by addressograph equipment in the collector’s office, 
and the only items she will need to enter on the form are the em- 
plovees’ social security account numbers, their names and the amount 
of wages paid and then, of course, the 3 percent calculation. We know 
at best that, however simple our forms and procedures may be, there 
are going to be difficulties encountered by these new employers. As 
one step in our effort to minimize that difficulty we have exercised 
the authority that the legislation has given to the Commissioner to 
enable housewives to “round” tax deductions. Specifically, what she 
is allowed to do is to compute the 1'4-percent employee tax on the 
nearest dollar of wages. In other words, if the housewife pays $5.49 
to the employee she is allowed to take 1% percent of $5 and, similarly, 
if the wage payment is $5.60 she is authorized to compute it at $6, 
and we have placed in this publication a very simple table with those 
rounded figures in it. 

Then, of course, our next new area of coverage has been the farmers 
with regularly employed help. As you well know, there is a different 
statutory basis that has to be used in determining whether a farmer is 
subject to the law. Specifically that test is known as the $50 cash, 
60-day test. In other words, if the hired help works for that same 
farmer for 60 days during a quarter, and is paid cash wages of at least 
$50 the farm employee is subject to the tax. 

This little sheet that I have just distributed to you gentlemen, is 
aimed at telling the farmer as briefly and as simply as possible just 
what the law provides. There is not sufficient detail there to tell the 
farmer what his various obligations are under the law. 

If, after reading that, the farmer believes that he is likely to be 
subject to these taxes he is asked to detach the application form at the 
bottom of the sheet and send it to the collector. Then the collector 
will send to the farmer another little publication which somewhat 
parallels the household employer’s pamphlet. It is known as the 
Agricultural. Employer's Social Security Tax Guide, and that tells 
the farmer in a little more detail just what he is obligated to do. As 
in the case of the housewife, at the end of each quarter the collector 
of internal revenue will send to the farmer a tax-return form. In the 
case of the agricultural employers, we have not devised a separate 
return form. In this area we are using the same tax-return form 
that we have used in the case of the corner grocer, the barber shop 
proprietor, and employers in industry and in commerce generally. 
It is our feeling that this form is substantially simple. We did not 
think it was quite simple enough for the housewife but we do feel in the 
case of farm employment that no undue difficulty will be encountered 
by the farm employers. 
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Then as you gentlemen are aware, these taxes in their application 
to employers generally were changed, and the provisions of the tax 
laws were changed. It made it necessary for us not only to prepare 
literature for these newly covered areas of employment but also to 
compile and issue pamphlets aimed at all employers throughout the 
country. 

Our long-standing device for doing just that has always been Cir- 
cular W or E, where it used to be Circular WT, we recently changed 
its designation to Circular E, and this employer’s handbook was sent 
by the collectors to every employer in the United States in order to 
apprise them of just what the new law provides. 

Our next publication—I am not trying to overwhelm you gentle- 
men with all of this literature—our next publication is known as 
Circular VI to indicate that this circular is for employers in the Virgin 
Islands. This is to the employer in the Virgin Islands what Circular 
E is to employers in the continental United States. I have copies of 
this pamphlet for you too. 

Then we embarked on a new project. With the expansion of these 
taxes to employment in Puerto Rico, the Bureau, of course, saw that 
it had on its hands the tremendous responsibility of making known the 
provisions of this law to employers and employees in Puerto Rico who, 
as you are well aware, for the most part speak Spanish. 

Now, after considerable research and consultation and advice from 
many people, whom we thought were in a better position than we to 
know just what was needed down there, we arrived at the conclusion 
that all of our literature, all the literature that we issued that would 
ultimately be received by the public in Puerto Rico, should be pre- 
pared in Spanish, and for that reason we had prepared right on 
the scene in Puerto Rico Circular P. R., which is the Puerto Rican 
Circular E. 

Now, of course all of our forms that are used internally in Puerto 
Rico will continue to be in English, and as we gain experience in ad- 
ministering this law in Puerto Rico it is our hope that we ultimately 
will arrive at the point where we are able to put some of this literature 
‘out for the public in English as a means of demonstrating to them that 
this basically is an American program. 


EXEMPTION FOR RELIGIOUS AND CHARITABLE ORGANIZATIONS 


Then, in the case of religious and charitable organizations, as you 
gentlemen may recall, the new law continues the exemption that 
always existed in the prior law. In other words, churches and non- 
profit and other institutions of that nature continue to be exempt from 
taxes just as they always were. The new law, however, gives the 
organization the option to waive that exemption, provided at least 
two-thirds of its employees desire to have this coverage extended. 
For that purpose we have prepared certificates for use by the organiza- 
tions and employees in waiving the exemptions and a little pamphlet 
that was prepared and issued jointly by ourselves and the Social 
Security Administration to set out for these organizations and their 
employees just what the implications are in this waiver. As a matter 
of policy we have refrained from putting ourselves in the position of 
soliciting this coverage. 
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We will bend over backward to make known to these organizations 
just what advantages there are to ee exemption and what obli- 
gations are entailed. because under the law, once the organization 
waives the exemption, it may not relinquish that exemption for 10 
years, in order to give the employees an opportunity to acquire the 
necessary 40 quarters of coverage to receive the maximum benefits 
from the program. 

Here is a set of the waiver forms and the pamphlet. I might, for 
the purpose of the record and for your information, remind you of 
the fact that in this area only the employees who decide that they 
want this coverage initially receive it. If, in a particular organiza- 
tion, one third of the employees indicate they did not wish to receive 
the coverage they do not have to. So, it is not compulsory all the 
way through. 

I have a multiplicity of operating forms here which will not be of 
much interest to the committee unless they indicate such an interest. 
But I will tell you about the most important and far-reaching aspect 
of the law. That is the provision applying to the self-employed in 
trade or business. The full impact of this operation will not be felt 
this year but next year. 

In this operation we have endeavored to gear procedure which will 
enable us to collect these taxes and administer the benefit provisions 
with the least possible impact on the public. 

To do that we have tentatively prepared a form which is now before 
our Forms Committee for final approval and [ have only a single copy 
here and it is in pretty rough shape because it is still in the working 
stages. This is schedule C of Form 1040 which is currently filed by 
businessmen. 

It would have added on the bottom a small tear-off sheet and when 
the self-employed individual was preparing his return at the end of 
the year he would fill in this so-called self-employment part of the 
form and would compute his tax. It would become part of his indi- 
vidual income-tax Form 1040. Then, when the form is received in 
the office, the tear-off portion would be forwarded to the Social Secu- 
rity Administration and that agency would, as in the case of regular 
employees, use this as a posting document to be sure the self-employed 
received the proper wage credit on his old-age and survivors insurance. 

Mr. Gary. They report once a year? 

Mr. Watcu. Exactly. 

Mr. Gary. And others once a quarter. 

Mr. Watcn. Yes, sir. 

In the case of the employees, the benefits are based on quarters of 
coverage and all of the thinking has been in terms of quarters of 
coverage. We are actively considering and have indicated a favorable 
attitude toward the possibility of changing our procedure in the case 
of the regulariy employed individuals to put this wage reporting on 
an annual basis so that as a practical proposition the employer who 
now files and pays his tax quarterly would continue to do so. We 
would get the money as we do now. But the wage information—in 
other words, the John Doe’s $1,200, would be credited to his account 
only once a year. The employer would file four quarterly returns of 
tax but file with us only annually a wage information document 
which would enable us, more particularly the Social Security Ad- 
ministration, to make one posting only. 
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Mr. Passman. Under vour present amended social-security law, 
when a person is self-employed, is it optional whether or not he pays 
social security? 

Mr. Watcu. It is mandatory. 

Mr. Passman. If I had three or four retail businesses with an 
average income of $75,000 per year which could only be determined 
at the end of the vear after the books were closed, on what basis 
would social-security payments be decided and how much would be 
due? 

Mr. Watcu. That is exactly the reason, sir, we have to put this 
on the same return form that he will use when filing the income-tax 
return. I think you have put your finger on one of the ve rv important 
reasons why this can be reported only annually. 

Mr. Passman. The self-employed, in the case of a person paying 
someone else, pays his own, but as an employer he pays 1% percent 
and the employee pays the other 1% percent. 

Mr. Watcn. The self-employed individual under the law under the 
present rate and the graduated rate to be arrived at in the future 
will pay 1% times the tax the employee pays. Instead of paying 1% 
percent for employee taxes and 1% percent for employer tax, the 
self-employed individual will pay 1% times the 1 percent the employee 
pays. He will pay 2% percent. 

Mr. Schoeneman reminded me that under the new law in the case 
of the self-employed individual, as in the case of the regular employee, 
his self-employment income will not be taxable after it reaches $3,600. 

Mr. Passman. Is that the maximum he pays regardless of income? 

Mr. Watcu. That is right. 

Mr. Gary. Would he receive the same benefit as a couple would 
and pay less? 

Mr. Watcx. Well, of course, I am primarily a tax man and we have 
a gentleman’s agreement with the Social Security Administration 
that we do not talk too much about benefits and they don’t talk too 
much about taxes. I have an idea but I would not be able to speak 
to you with authority, or with a reasonable degree of certainty, that 
that is the case. It has been my belief that the benefits would be 
the same in the case of the self-employ: ed. 

Mr. Passman. Although he pays less for it? 

Mr. Watcu. Yes. 

Mr. Passman. My understanding in the case of domestics is that 
he will permit the employer to pay the tax for both the employer and 
the employee 

Mr. Watcu. That is true and that is equally true and has been 
true ever since the inception of the social-security legislation. The 
corner grocer has always had that option and I am_ personally 
acquainted with some large establishments in the city where the 
employer has decided to pay the whole thing out of his pocket. 

Mr. Passman. But wasn’t it the rule at one time that if you did 
so it would increase the person’s income by that amount? 

Mr. Watcu. That is right. We have a specific exemption in the 
social-security law which has as its purpose the avoidance of that 
very situation. In the social-security law this can be a vicious circle 
if the employer keeps paying out of his pocket for the employee. 
Each time he pays that 1% pennies on the dollar it is additional wages. 
But to avoid penalizing an emplover for in fact giving the employee a 
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break, we have taken care of that—or Congress has; and has said, if 
you do pay this tax for the employee, we will not tax you again on it. 
: Mr. Gary. I thought that was done for the first time in this last 
aw?! 

Mr. Watcn. In the case of social security, sir? 

Mr. Gary. Yes. 

Mr. Wa cu. It is my recollection it has been in the legislation for 
a good many years. 

Mr. Passman. If an employer works 15 or 20 men, and happens to 
have a servant in his home, can the business include the servant as 
long as that is not claimed as an expense? 

Mr. Watcn. You have done me a great favor by asking that 
question. That is an excellent question and that was one of the very 
first things we decided to do. If you have a small store or a law 
office of which you are sole proprietor and you have a couple of 
employees and are filing a regular social-security return, we have told 
employers generally that you may report the maid on that same sheet 
of paper. 

Mr. PassmMan. Suppose you have 75 employees, is there a limita- 
tion? You can include one or more servants so long as you do not 
claim the salary as an expense at the end of the year. 

Mr. Wa cu. If you are the sole proprietor, or it is a partnership 
where the requisite family relationship exists, it does not matter 
whether you have 1 employee or 5,000. 

Mr. PassMAN. You mentioned a moment ago 40 quarters to be 
eligible for the maximum benefits of social security. That applies to 
the self-employed? 

Mr. Watcu. Yes. 

Mr. Passman. Notwithstanding he pays a lower rate? 

Mr. Watcu. I might offer you the same answer. It seems like a 
bureaucratic one but it seems a fair answer. That 40 quarters of 
coverage is right but I do not mean to imply that every employee 
must have 40 quarters to qualify. He may receive certain benefits 
after being aed a year and a half. I might add as to the house- 
hold employee. It is our expectation that 30 to 40 percent of our 
household domestic employees will be reported on these business forms. 

Mr. Gary. You have a system now, if I am not mistaken, whereby 
certain payments are made to the Federal Reserve bank. Are you 
familiar with that procedure? 

Mr. Wa cu. Yes, sir. I helped write these regulations. Under 
the depositary receipt procedure any employer whose monthly aggre- 
gate of social-security taxes and income tax withheld exceeds $100 is 
required under our regulations, and as a matter of law, to make the 
deposit of these taxes monthly. In other words, if the employer 
withholds more than $100 a month, he is supposed to take that $100 
and deposit it in a qualified commercial bank or directly with a Fed- 
eral Reserve bank. He is required under our regulations to do so for 
the first 2 months of the quarter. The third month of the quarter he 
may make the deposit, and if he does so we give him an extra 10 days 
to file the return or he may send along to the collector depositary 
receipts for the first 2 months and a check or money order for the last 
month. 

As you gentlemen are aware, under the old procedure which was in 
effect until a year and a half ago, the employer was able to take his 
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$100 and put it in the bank in his own home town and get a paper 
receipt and when he filed his return he attached that as evidence of 
payment. For these services the banks were compensated to the 
tune of about one million a year. The Treasury Department decided 
as part of its plan to operate as cheaply as possible to look into this 
matter, and it found that there was a possibility of savings without 
inconveniencing the taxpayer. So, last year we came up with this 
new procedure under which the employer fills in a depositary receipt 
ona punch card and continues to make his deposit, if he wishes, through 
his home-town bank. ‘ 

When this depositary receipt is received in a Federal Reserve bank 
the bank is able to take this punch card and to compare it with another 
punch card. In other words, under this punch card system the 
Federal Reserve bank is able mechanically to verify the fact that the 
employer made this deposit. In our old system where the employer 
came in with his paper receipt, the Federal Reserve bank did not take 
his word that he paid that amount shown on his receipt but verified 
it by these records. Under this procedure the cost of verifying these 
payments is reduced, I understand considerably, by the fact that the 
Federal Reserve banks are able mechanically to collate the depositary 
receipts themselves with the records it has of the payment. p 

In the Bureau we have been making a continuing study of the 
depository-receipt procedure to determine whether we can improve 
our operations. We are not content to say it is the best possible 
procedure. We do not know. But we have been very actively 
studying it. Only recently we asked our collectors what they thought 
about it. We asked them for their frank opinion and we told them 
if it should be critical to give us the criticism. If they thought it good 
to tell us so. At the present time we have heard from three-quarters 
of the collectors and I imagine, with the response we have, at least 
they are two to one in favor of the procedure. 

Mr. Gary. I cannot understand why it cannot be paid into the 
collector’s office? 

Mr. Watcu. We are studying that very thing. In other words, we 
have explored the question of whether we in the collectors’ offices 
could not perform the same mechanical function that the Federal 
Reserve banks are now doing. It does not appear that such is desirable 
when all factors are considered. 

Mr. Gary. What are you paying for that? 

Mr. Watcu. The Bureau of Internal Revenue does not pay the 
Federal Reserve banks or qualified commercial banks anything for 
that service. They make no charge to the Bureau for this service. 

I might tell vou gentlemen that some of the collectors were critical. 
They told us the reason they did not like the procedure was because, 
first, there is no teeth in this requirement. Another reason they did 
not like it is the same underlying reasoning which impels your ques- 
tion. The collectors said the taxpayer is to some extent confused. 
He files his return quarterly with the collector of internal revenue but 
has to make his deposit monthly with another office. They do think 
we are on the right track in exploring this thing from the standpoint 
of arriving at the point when we could have the same tax transaction 
with one office. 

Mr. Gary. Can they still make it with their own bank? 

Mr. Watcu. Yes, sir. 
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Mr. Gary. And it is sent on to the Federal Reserve bank by their 
own bank? 

Mr. Watcu. That is right. 

Mr. Gary. And the Treasury does not pay either bank? 

Mr. Watcu. Under the old procedure—I am not too well informed 
of the banking techniques in effect—under the old procedure the 
banks drew compensation for their services in receiving deposits in 
their institutions. Certain Government bonds on which they received 
interest at the rate of 2 percent per year was a means of payment for 
services performed. 

Under the new procedure it is my understanding that the banks do 
not receive this 2 percent any longer but it apparently is to the 
financial advantage of the banking institutions to continue to handle 
these deposits. As a matter of fact, they were left in the picture at 
their own request. They said, notwithstanding we are going to lose 
this interest, we would like to handle this. There is a financial 
advantage and the valuable factor of customer relations is involved. 

Now, of course, in our depositary receipt procedure, we are not get- 
ting the percentage of compliance we would like. The employers in 
this country are doing a tremendous job in bookkeeping and fine 
reporting for us. We are bending over backward to avoid any un- 
necessary red tape with them. 

We do know in this depositary receipt system that we are getting 
compliance from only about 62 to 64 percent of the employers. It is 
difficult to devise any adequate and equitable basis for imposing a 
penalty for failure to discharge that responsibility and that is the 
reason the procedure has no teeth. 

Mr. Canrie_p. Mr. Commissioner, I am glad to know the efforts 
the Bureau is making to bring into the average American home the 
fundamentals of our tax laws. To make it easier, for instance, for 
housewives to know their responsibilities and discharge them under 
the amendment that Mr. Walch has just discussed. 

Unfortunately, there are too many people in America who believe 
the Bureau of Internal Revenue is out to get them rather than to help 
them discharge their tax responsibilities. Woe be to the Congress 
of the United States and the Bureau of Internal Revenue if the house- 
wives of America organized against us all. We want them to under- 
stand their responsibilities and I am glad to know the efforts you are 
making to help them. 

You know the great majority of our people are unable to employ 
tax experts to help them with their filings and too many of them 
think that if they visit the office of the Bureau they are going to be 
defendants. So I was glad to know from an article in yesterday 
morning’s paper that the Assistant Commissioner, Mr. Bolich, who 
is here this morning, has thought in terms of the taxpayers in the 
Capital City in arranging accommodation for them to sit and await 
their turn for people to assist them in their returns. 

I know you have in mind and I am sure your men in the field have 
in mind that public relations are important and unless the taxpayers 
feel we are trying to help them instead of being punitive we are not 
going to get the right cooperation. 

The news item from the Washington Evening Star is dated Wednes- 
day, February 14, 1951, and reads, in part: 
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The Government’s getting soft-hearted toward the taxpayer. Hundreds of 
astonished citizens found it out today when they went down to the Internal 
Revenue Bureau to get income-tax help. They found a big line, which most of 
them expected. But they also found that instead of standing in it, they could 
sit down, for part time at least. ; 

In a public-appeasing move without known precedent, Internal Revenue officials 
have ordered chairs put in their hallways for waiting taxpayers. And if it isn’t 
lifting a burden from the taxpayers’ pocketbooks, at least it’s taking a load off 
their feet. 

According to the guards in the Internal Revenue corridors at Twelfth Street 
and Constitution Avenue NW., who also are amazed, the innovation was ordered 
yesterday afternoon by Assistant Commissioner Daniel A. Bolich after he surveyed 
a line of several hundred persons. * P 

Mr. PassMan. One other question. When self-employed within 
the year and pay 2% percent, is that a deductible item against one’s 
income tax? 

Mr. Watcu. I would very definitely say “No.” I do not think 
there is any reason why it should be deductible in the case of a self- 
employed individual and not in the case of a wage earner. 

Mr. Passman. That is why I said wage earner. If the employer 
is paying 1'5 percent and the employee 1}5 percent, if that is taxable 
and he pays 2%, I wondered if any portion of that is. 

Mr. Watcu. I would definitely say ‘No,’ for the legislation 
affecting the self-employed was very meticulously drawn in order 
to make certain that that portion of the self-employed individual’s 
earnings which were directly attributable to service performed should 
be taxed and the investment income or any other similar type of 
income left out. 

Mr. Gary. This approach which you are making to the taxpayers 
which is highly desirable, since this is a new law, is a very expensive 
program, | imagine. 

Mr. Watcu. We are definitely keeping a weather eye on cost. We 
are only too conscious of the cost. We have in our field collection 
service today a very precise cost system and we are endeavoring and 
are succeeding in an effort to elicit from each particular collector’s 
office detailed information as to just how much it does cost to handle 
this piece of paper. We have set up provision in that system for 
eliciting information about the cost of handling this. If in any 
phase the cost is disproportionate as a matter of continuing policy 
we are going to go into that phase to find out why. 

Mr. shes What I am getting at is that it will cost a great deal to 
print these forms and pamphlets which are very essential. 

Mr. Watcu. That is true, sir. 

Mr. Gary. But it would seem to me that after the first year or so, 
after the program has been launched and most people are familiar 
with it, the distribution would be decreased and the cost would be less. 

Mr. Watcu. That is true. It may be interesting for your informa- 
tion to learn than the 2,000,600 copies of circular H cost us $11,200. 

Mr. Gary. Two million copies and do you estimate that will be a 
sufficient number? 

Mr. Wa cu. In this program I am only frank to admit that there 
are any number of unknown factors and unknown quantities. We 
are pioneering in a new and difficult field. The best information we 
have available indicates that the number of employers may not exceed 
1,000,000 and of that number a high percentage will be availing them- 
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selves of making the report on the business form. I do think it is 
only logical that as this program ages and is in effect longer that 
certainly if we pay direct attention to printing cost it will not cost 
too much. 

Mr. ScHorNEMAN. It is obvious, Mr. Chairman, that some of these 
pamphlets were for getting the program launched. We were con- 
fronted with the situation that a number of housewives were to be 
liable under this social-security amendment and the cost of mailing 
of these pamphlets will not occur again once we get them on our mail- 
ing list. When we get them on that list there will be no need to do 
that again’ 

Mr. Gary. I sensed that situation and that is the reason I am 
inquiring about it. I think you have done an excellent job and I 
have no criticism. You are certainly making every effort to acquaint 
the people with the details of the new law. It is a tremendous task 
and from what I have seen you are performing it well. But it occurred 
to me that you will not need that much money for each year after 
the people become familiar with the program. 

Mr. ScHoeNEMAN. Once we establish our program; and in reference 
to Congressman Canfield’s statement, we appreciate the delicacy of 
the approach to the housewives. That is the reason for making the 
form as simple as possible and we have given instructions to our 
collectors that only as a last resort shall they visit the housewives. 
From the viewpoint of public relations the simple return form will 
serve a better purpose than frequent personal visits. 

Mr. Gary. I think you have done an excellent job so far. There 
has not been anything like the criticism of the program that I had 
expected. Frankly, I have always been in favor of including domestics 
under the program and | should think that most employers would ac- 
cept it without objection. 

Mr. ScuoeneMan. We have not launched this program with any 
threats of penalties but have taken our program to the housewives. 
I believe when they know they have an obligation to perform they will 
perform it. 

Mr. Gary. The great difficulty is going to be in keeping up with 
domestics because of the tremendous turn-over in service. 

Mr. ScHoENEMAN. When social security was first inaugurated in 
1937 we in the Bureau did not see how we could ever administer it. 

Mr. Gary. That is what is worrying me with respect to the new law. 
It is even more of a problem. 

Mr. ScHoENEMAN. It is one of the smoothest-operating programs 
we have and I think this household-employee problem will work itself 
out the same way. 

Mr. Gary. With reference to the Federal Reserve bank I am 
informed that the Bureau of Accounts pays the Federal Reserve bank 
rather than your office. They are paid for their services? 

Mr. ScHoENeMAN. That is right. 

Mr. Gary. By the Bureau of Accounts. And that is one item to 
be considered in connection with this program of depositing with 
the banks. 

Mr. Jounson. May I add to that to keep the committee informed? 

Mr. Gary. Yes, sir. 
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Mr. Jounson. The cost of this operation to the Treasury is really 
paid from the trust funds. While it is true Congress appropriates 
the money to reimburse the banks for out-of-pocket expenses incurred 
in handling the depository function the trust fund in turn reimburses 
the general fund of the Treasury for that cost which, in 1952, we 
expect will be about $465,000. 

Mr. Gary. Is that true of the entire cost of administering this? 

Mr. Jounson. Yes, it is. The total annual reimbursement to the 
general fund from the trust fund covers the entire cost of handling 
the social-security program in th Bureau of Accounts—including the 
Division of Disbursement—the Office of the Treasurer of the United 
States, and the Bureau of Internal Revenue. 

Mr. Gary. Our committee has been concerned over the amounts 
that are being paid to the Federal Reserve bank for performing the 
various functions for the departments and we have recently had a 
survey made by the staff of the committee on that particular subject. 
We have a report on it and it is one of the matters that we probably 
will go into at some time before we complete our studies. That was 
the reason I was asking the question a while ago. 

Any further questions on the subject with reference to the social 
security? If not, we are very much obliged to you for your very 
direct and illuminating statement. 

Mr. Watcxu. Thank you, sir. 


SALARIES AND EXPENSES 


Funds available for obligation 





l 
| 
| 1950 actual | 1951 estimate | 1952 estimate 





ad Bi | 
sati ; an 2 . a oe 
Appropriation or estimate - ; 230, 330, 000 | $248, 047,500 | $255, 500, 000 
Transferred from ‘Salaries and expenses, Office of Treasurer,” | ei | 
pursuant to Public Law 583 oe ; } 170, 000 | 


Adjusted appropriation or estimate Sn niesn ioe annie 230, 500,000 | 248, 047, 500 
Unobligated balance, estimated savings-............-.-- —91, 800 | a | 
Savings under sec. 1214 ; Mubites adhania Spee —1, 227, & 


255, 500, 000 


Total obligations | 230,408,200 | 246,820,000 | 255, 500, 000 








Obligations by activities 





! 


| | 
Description | 1950 actual | 1951 estimate | 1952 estimate 





. Interpretation of revenue laws and ruling services..........| $8,827, 118 | $3,951, 579 $4, 165, 980 
2. Investigation and audit of tax returns.._..........---.----.| 111, 158,733 | 120, 987,856 123, 617, 260 
3. Collection of delinquent tax accounts..............---------| 22,016,172 | 23, 963, 853 24, 786, 514 
. Taxpayer conferences and appeals NS cain ies 11, 542,731 | 12, 439, 276 12, 386, 555 
. Regulatory, control, and inspection a coarse | 19,324, 888 19, 754, 781 19, 840, 667 
j ocessin ittances, information documents, ; 
“a + Spear Aa } vu-----------| 60,461,533 | 63, 549, 808 68, 505, 778 

. Statistical reporting ‘ 1, 778, 882 | 1, 850, 864 1, 872, 801 
3. Executive direction eiiceen adnan’ 298, 143 | 321, 983 | 324, 445 


Total obligations . | 230,408,200 | 246,820,000 | 255, 500, 000 












210 






Obligations by objects 

























Object classification | 1950 actual | 1951 estimate | 1952 estimate 
Total number of permanent positions iain ioeergghs oie cram Ganid 56, 263 59, 348 59, 305 
Full-time equivalent of all other positions................-..-- 916 786 | 934 
Average number of all employees. - - ___-- ---| 54, 411 56, 971 59, 456 
01 Personal services: | 
Permanent positions ; ~----------------| $204, 257, 490 | $219, 225, 752 $229, 303, 131 
Part-time and temporary employees.._.._........--.-| 2, 295, 166 s 930 2, 478, 000 
Regular pay in excess of 52-week base RES WSS | es ae 849, 594 
Payment above basic rates cbt Ett | 









Sef 229, 657 202, 097 

















1 
Total personal services ____- comic nck’eaioc cate tine cteote | 207, 595, 067 : 
he. a ares es pocbubodcbdiuckgteaiesadbal 5, 848, 641 6,374, $25 | 6, 573, 360 
03 Transport: ation of things ie ae wiheeiteead athe tateaciaicel 537, 951 687,950 | 687, 950 
04 Communication services.__._.............-.--- webeunde-| 2 1, 532, 000 | 1, 532, 000 
ORs BGR OE IEG OTT a oii ecco wenscn wane eesch <n 6, 510, 923 7, 572, 495 2, 728, 620 
06 Printing and reproduction. -___. nein fee ston | 2, 730, 080 3, 237, 580 | 5, 543, 37 
07 Other contractual services --__................---..------- j 1, 094, 575 1, 537, 285 | 1, 537, 285 
Services performed by other VARS Shall AIT } 17, 000 17, 000 | 17, 000 
08 Supplies and materials-. hulk crbwieeeeuukededs twice 2, 417, 874 2, 641, 480 | 2, 529, 892 
OD 2 Etre Sanne viatseses ienievneal | 2, 033, 836 1, 703, 106 | 1, 517, 697 
Refunds, awards, and indeminities (cash awards) Saal 11, 429 | 
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230, 408, 200 | 246,820,000 | 255, 500, 000 





Mr. Gary. Mr. Commissioner, we will insert at this point in the 
record the table appearing at page 146 of the justifications from which 
it appears that your total appropriation for 1951 is $246,820,000 and 


the request for 1952 is $255,500,000, making an increase of $8,680,000. 
(The matter referred to is as follows:) 

















SALARIES AND EXPENSES, BUREAU OF INTERNAL REVENUE 





Analysis of appropriation base for fiscal year 1952 


Regular pappoerinten, 1951 act (less sec. 1214 
$1,227,500 


ler appropriation for 1951- 


reduction, 
ee eee . $244, 320, 000 
Riv slaceae eats 2, 500, 000 









Total appropriation, 1951 











ad oie ee ee ee a 246, 820, 000 
Reductions: 
2 Interpretation of revenue laws, and — 
services ___ ay Pagal $28, 900 
2. Investigation and audit of tax returns_____ 2, 724, 632 
3. Cojlection of delinquent tax accounts___--__- 732, 481 
4. Taxpayer conferences and appeals__ 175, 624 
5. Regulatory, control, and inspection work __ 368, 125 
6. Processing returns, remittances, information 
documents, and claims Pee nee Ae 2, 495, 451 








Subtotal — 6, 525, 213 












Additions: 







1, Interpretation of revenue laws, and ruling 
services _ - - - chai 199, 900 
2. Investigation and audit of tax returns. ___- 3, 758, 217 


3. Collection of delinquent tax accounts_ 
6. Processing returns, remittances, information 
documents, and claims 


1, 181, 133 





5, 818, 010 











Subtotal 


; + 10, 957, 260 
Adjustment in base (net) 


+4, 432, 047 









Appropriation base for 1952____-__- = saa ie i 251, 252, 047 
Appropriation estimate for 1952 Ss : _. 255, 500, 000 














Increase over appropriation base for 1952 ual 4, 247, o% a5) 








Increase or decrease from total appropriation, 1951 8, 680, 000 
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Comparison of appropriation base with appropriation estimate for 1952 





Appropriation 


| nak <9 base | 
1952 | estimate for 1952 
| 


Activity 





| Increase 
| 
| 


| Average la 
rage| Amount Average | amount | Average | Amount 


|posit 10nSs} 


posit ions! 





1, Interpretation of revenue laws, and 
ruling services.___- 
. Investigation and audit of tax re- 
turns 
- Collection of delinquent tax ac- 
counts --...-.- 
. Taxpayer conferences and appeals. _ 
. Regulatory, control, and inspection 
work RS 
). Processing returns, 
information 
claims 
. Statistical reporting 
. Executive direction 


remittance s, 
documents, and 


Increase 
base_.. 
Adjustment in base (net). 


over 


peso teeter es 


=e 

Ca | 
| 835. 8 $4, 122, 579] 
| 26, 249.8) 122, 021, 441| 


6, 838. 6) 
2, 103. 2) 


24, 412, 505! 
12, 263, 652) 


| } 
3,918.3) 19, 386, 656) 


18, 783. 9) 
534. 3} 
43.9 


faiag me —| 
59, 307. 8) 251, 252, 047| 


66, 872, 367| 
1, 850, 864) 
321, 983} 


835.8 
26, 249.8 


6, 838. 6 
2, 103. 2 


3, 918. ¢ 


18, 931.6 
534.3 
43.9 


59, 455. 5 


$4, 
123, 


|positions) 
| | 


| 


165, 980) 
| 
617, 260) 


24, 786, 5 


12, 


19, 


255, 


386, 555}... ____} 


840, 667 | 


38, 505, 778} 
1, 


872, 801} ___- 
324, 445) 


1, 595, 819 


374, 009 
122, 903 


454, O11 





500, 000) 147. 


— 2, 336. 5| —4, 432, 047) 








Total, appropriation 1951, and 


appropriation estimate for 1952_| 56, 





il 246, 820, 000) 59, 455.5) 255, 500, an Be 2, 484. 2 
| 


| 


8, 680, 000 





WORKLOAD DATA 


Do you have any tables showing the additional workload of the 
Bureau for 1952 on a comparative basis? 

Mr. Evans. Mr. Chairman, the justification statement shows the 
workload data for each of the eight activities. 

Mr. Gary. No; I think the Commissioner’s statement covers most 
of that. 

Mr. Evans. Yes sir. 

Mr. Gary. But it seems to me we have had in the past some com- 
parative tables showing the increase of workload over a period of 
years. 

We will insert at this point in the record the table covering the 
workload data. 

(The matter referred to is as follows :) 


Workload data—Activity 2 





| 
| s 
1950 actual | 1951 estimate | 1952 estimate 





Office audits.............. Sie oietinees 

Field audits and ‘investigations * 

Cases postreviewed (income, estate, ‘and gift). SLES 
Dilinquent returns obtained --_-......-.---------- : 

Fraud investigations closed 

Technical advisory opinions in fraud matters } 
Case examination of tax aspects of alien property transactions. 
Character investigations made 


, 366, 078 


8 | 769, 500 
T2331 | 

j 

| 


2 
2, 383, 300 
1, 132, 600 


2, 784. 000 
2, 403, 400 
1, 141, 500 
2, 650, 000 2, 825, 000 
15, 000 13, 800 
3, 150 3,170 
17, 900 13, 500 
17, 500 | 17, 500 


531 

, 452, 709 

10, 704 
3, 136 | 
14, 800 | 

17, 724 
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Workload data—activity 6 





1950 actual | 1951 estimate | 1952 estimate 





Number of tax returns received and processed 89, 132, 146 90, 072, 000 
Number of tax determinations made for taxpayers - R -| 16,677, 666 . 000, 17, 000, 000 
Arithmetic verifications of returns and related documents.....| 13, 799, 242 , 556, 29, 558, 000 
Number of refunds and credits scheduled .| 30, 688, 938 31, 000, 000 
Number of prepayment document matching operations per- 

121, 053, 197 120, 000, 000 
Number of claims processed 537, 967 700, 000 700, 000 


Number of offers in compromise processed . 51, 000 

Number of bankruptcy cases processed and controlled. _ 21, 800 25, 000 

Number of applications for tentative carry-back adjustments 

processed . 52. 520 

Excess profits postwar refunds processed __ ie 4, 868 

Number of overassessments and ad justments scheduled _- 2, 407. 000 
| 














DECENTRALIZATION OF AUDITING WORK 


Mr. Gary. Mr. Commissioner, in the processing of returns you 
have taken steps to decentralize the work, I believe. 

Mr: ScHoOENEMAN. Yes, sir; we have. 

Mr. Gary. Coming over here this morning, one of my fellow 
Congressmen informed me he had just received information to the 
effect that although you have decentralized this work you are still 
maintaining a large number of people here in Washington that have 
been handling the work in the past and that there is a group dealing 
with post-audit who are simply running through the returns when 
they have no jurisdiction over them? 

Mr. ScoorneMAN. Mr. Atkeson will be glad to give you information 
on that. 

Mr. Arxeson. Mr. Chairman, the post-audit group is the coordi- 
nating group for the field services. 

A decentralized system of auditing tax returns in the 39 revenue- 
agent divisions, where they are handling sums of around $1,800,000,000 
with all the various types and complexities of tax returns involved, 
requires us to maintain a review here in Washington and we maintain 
a small force to see that the taxpayers are equally and equitably 
treated by the 39 different revenue agent divisions. 

In other words, the issues and problems that arise in the audit of 
tax returns are of such a complex nature that if you were to decentral- 
ize it and forget it without any type of uniform control as to the 
application of tax laws by these many thousands of revenue agents 
throughout the country, we might find ourselves in time in a rather 
chaotic situation with regard to the application of those laws on an 
equity basis throughout the country. 

We think that purely for the protection of the taxpayer and the 
protection of the Government we should maintain this small group, 
which I think numbers less than 300 at the moment. 

This post review is on a sample basis. They do not review every 
tax return and as the years have gone on, we have gone less and less 
toward making that review a review of the settlement agreed on 
between the agent and the taxpayer but instead it is one of real 
information for the revenue agent when he has gone off base. It is 
just to keep him in the proper channels so far as computing the tax 
in concerned. 

We have had some criticism in the past because after the collector or 
revenue agent had agreed on the amount with the taxpayer, it could 
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have been sent back, if this office found it incorrect. Hence, he 
would never know, under those circumstances, when his tax was 
settled. 

So, Mr. McLarney who has direction over the post review, decided 
that unless something is very much out of line, that the post-audit 
branch would not upset anything agreed upon between the tax agent 
and the taxpayer. Where they do upset the settlement, Mr. McLar- 
ney will send his post-review auditor out to that location to sit in a 
conference with the taxpayer and revenue agent if the taxpayer so 
desires. ‘ s 

But we feel as a policy matter it is in the interest of the Govern- 
ment and the taxpayer to maintain at least a token post review. 

Mr. Gary. Just what do they do? 

Mr. Arxeson. They will examine or rather review the revenue 
agent’s report and agreement by the taxpayer that has been arrived 
at between the revenue agent and the taxpayer in the light of the 
issues listed in the revenue agent’s report as having been in question 
and approve or disapprove of the actual settlement of those particular 
issues that have arisen. 

To mention some of the more complex issues. We have the family 
partnership problem, depreciation problems; compensation of officers 
and other things about which there can be wide differences of opinion. 

Mr. Gary. I can understand that having been in tax enforcement 
work. I fully realize the importance of a uniform interpretation of 
the tax laws throughout the various areas but what I am getting at 
now is just how is that accomplished if you have a review after the 
tax has been agreed on and you do not make an effort to change it? 

Mr. Arkxeson. The real point is to keep our own people in line. 
It is a post-audit and if we find our own people misinterpreting rulings 
or court decisions or the statute itself, we use that as a training ground 
to keep our own people in line. 

Mr. Gary. If you find a particular agent has misconstrued a law 
is that brought to his attention in that particular case? 

Mr. Arxkeson. Yes sir. For his education a letter is sent by the 
Deputy Commissioner of the Income Tax Unit to that particular 
revenue agent in charge saying, ‘‘In this particular case your agent 
settled the matter with the taxpayer in this manner. This does not 
wholly conform to present policy’ and if the matter is not a sub- 
stantial one it is left with the agent in charge to instruct his own agent 
not to do this again but he does not disturb that settlement. 

Mr. Gary. If a very large amount is involved you sometimes do 
reopen the case? 

Mr. Arxeson. The figures will show we reopen something less than 
1 percent of these cases. 

Mr. Gary. What percentage of returns are you reviewing through- 
out the United States in your audits? I noticed the other day a 
statement by the Commissioner that he was going to review a great 
many more of them. 

Mr. Arxeson. I would like to break that down for you just a bit. 
Of the 90,000,000 tax returns of all types, we expect to examine a 
little over 5 percent. That would give us somewhere around 5% 
million of the total. I want to break that down. 

In the case of the corporation income-tax returns we will examine 
close to 25 percent. Of the individual income tax returns, about 
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8 percent. In the case of the remainder, comprising employment 
and excise tax returns, we examine somewhere around 2 percent which 
brings us out to about 5 percent for an overall average. 

Mr. Chairman, may I go back to your original question about the 
program in Washington? I would like to point out in respect to 
your first comment that this decentralized program, as your budget 
will show, there is a very substantial decrease in the departmental 
service in Washington. 

Mr. Gary. What is that decrease? 

Mr. Evans. I have the figures for 3 years: In 1950, we had 4,654 
departmental employees; 1951, 4,409; 1952, 4,341 employees. 

Mr. Arxeson. And that downward trend is continuing under our 
present decentralized program. 

Mr. Gary. At the rate you have been going you have about cut 
it in half. This shows a decrease of about 300. So you still have 
300 working on this? 

Mr. Arxeson. The total number I was referring to was the total 
number in the departmental service in Washington having decreased. 
The specific question in regard to post-review auditors I indicated 
was 300 people that we have now. That has been decreased from 
about 450. 

Mr. Gary. To about 300? 

Mr. Arkeson. Yes, sir. 


EXAMINATION OF INDIVIDUAL INCOME RETURNS 


Mr. Gary. Well now, with respect to the individual income returns, 
you say you examined about 8 percent of them? 


Mr. ArKeson. Yes, sir. 

Mr. Gary. My recollection is that the great number of these 
examinations are in the higher brackets. 

Mr. Arxeson. Yes, sir. 

Mr. Gary. What is your policy with respect to the bracket exami- 
nation? 

Mr. Arxeson. For the tax year 1948, we examined 7.8 percent of 
the returns under $7,000. We examined 8.8 percent of the returns 
from $7,000 to $10,000; 17.2 percent from $10,000 to $25,000; 58.1 
percent of $25,000 to $100,000; and 86.4 percent of $100,000 and over, 
making an over-all average of 8.3 percent of the total of the 52,000,000 
individual income tax returns. 

Mr. Gary. Under that policy when you examine an individual 
return you usually go back for several vears. Do you not? 

Mr. ArKkreson. Sometimes, Mr. Chairman. But not as a regular 
practice in the general run of cases. In the larger income cases the 
answer is, “‘Yes.”’ 

Mr. Gary. Then insofar as the larger incomes are concerned, by 
taking different taxpayers each year you can pretty well cover the 
returns of all taxpayers before any particular year has expired. Isn't 
that true? 

Mr. Arxeson. In the larger cases; ves. 

But we have not followed up to now the rule of selecting those 
particular taxpavers who have not been examined the year before and 
as the Commissioner pointed out the other day, we are changing our 
policy beginning with the tax year 1950 to conform to a suggestion 





which I think emanated from this committee last year and I would 
like to indicate that to you because it has a very direct bearing on 
what you are speaking about. 

In the returns of $25,000 and over, which number approximately 
254,000 returns, we have discovered in our audit sample that 7 out 
of every 10 were in error. This has led us to revise the audit policy 
beginning with the tax year 1950. 

We are abandoning our former methods of selecting returns from 
this group on the basis of those who have appeared to have the 
greatest error and are auditing every return in this group once every 
2 years. The returns for the preceding year will be simultaneously 
examined thus assuring 100 percent coverage of this class. That 
definitely conforms to a discussion we had last year in which Mr. 
Coudert participated. It is a more systematic approach than we 
have had before and in view of the significance of the audit control 
program and the extreme error and the importance of the tax in this 
group, we have shifted the policy beginning with the tax year 1950. 

Mr. PassmMan. You say you examined these returns. Did you 
examine them on the spot or in the office? 

Mr. Arxeson. The term “examination” includes both an office 
audit and a field audit. It is about 50-50. Out of the 5,000,000 
returns we examined about 2% million in the field and the other 
2%; million would be conducted by correspondence or having the 
taxpayer bring his books and records to the local office. 

Mr. Passman. Under your present program where the returns from 
$25,000 and over are examined every year or once in 2 years, will that 
be a field audit where you go right into the place of business? 

Mr. Gary. You refer to audit. Is there some distinction between 
a review and an audit or are all the returns checked by agents? 

Mr. Arxeson. All returns are seanned—the whole 52,000,000. This 
for mathematical errors, frankly, we do not and are not able to make 
a complete mathematical audit of every return, but we do check the 
principal items on the return for mathematical accuracy. 

After they have been recorded and blocked for control purposes, 
we have the deputy collectors look at every return with the idea of 
trying to pick out those with the greatest apparent error with 
respect to all returns under $7,000. With respect to those above 
$7,000, we have the revenue agents scan the returns. 

It is true we look at every return but we make no independent 
check of them except these 5,000,000 which are audited. 


USE OF IBM MACHINES 


Mr. Gary. That scanning or checking in your larger offices is done 
on the IBM machines—— 

Mr. Arxeson. That is correct and it has been proving very 
profitable. 

Mr. Gary. Have you extended your machine installations since 
last vear? 

Mr. Arxeson. I don’t personally know the names of the districts 
but I am sure Mr. Evans does. 1 would like to have him give the 
distribution of tabulating equipment you have referred to. 

Mr. Evans. I do not have the individual districts but there are for 
the current year three additional installations of tabulating machine 
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equipment and two additional electric typewriter and accounting 
machine installations. In our budget for 1952 we are asking for funds 
to expand five more tabulating operations and five nontabulating 
installations. 

Mr. Gary. I am speaking about this electronic equipment. You 
have had that in two or three offices? 

Mr. Evans. You are referring to the “brain”? machine. I think 
Mr. Cross can give you more specific information on these machines 
than I can. I have only the figures as to the number of mechanized 
installations. I do not have their specie locations. 

Mr. Gary. How many places are you using them? 

Mr. Evans. We now have 12 tabulating operations and six non- 
tabulating operations. We propose to add five more to each of 
them in 1952. 

Mr. Gary. What do you mean tabulating and nontabulating? 

Mr. Evans. Tabulating is the punch-card method. Nontabulating 
refers to the electric typewriter and accounting machine method. 

Mr. McCo.uivum. That is an improved bookkeeping machine. 

Mr. Evans. The electric typewriter and accounting machines will 
supplant the old flat-bed machine method. 

Mr. McCouuvm. It is an improved and faster method. 

Mr. Gary. You have not expanded the electronic machines very 
much? 

Mr. Evans. This type of equipment has been expanded to some 
extent. Mr. Cross will be able to give you more specific information. 

Mr. Gary. You rent these machines? You could move them 
around in time? 

Mr. McCoutuum. They can be moved from one district to another. 
But the trouble is that not enough machines have been manufactured 
to satisfy our need and a lot of other people are looking for them. 

Mr. Gary. The committee will adjourn until 2 o’clock. 


AUDITING OF RETURNS 


Mr. Gary. Mr. Commissioner, we were discussing the auditing of 
returns. Of the 52,000,000 returns that have been mentioned what 
number of those, or what percentage of those, are withholding returns? 

Mr. ScHoeneMAN. Where the employer is a withholding agent? 

Mr. Gary. Yes. 

Mr. Arxeson. Mr. Chairman, the part of the 52,000,000 individual 
income-tax returns which involve withholding credits; is that what 
you mean? In other words, the number that report some income 
that is subject to withholding? 

Mr. ScooeNneMAN. No; I think the chairman means the number of 
withholding agents that we have in the country. 

Mr. Gary. No; of this 52,000,000 returns how many of those were 
withholding returns; were any of them withholding returns filed by 
the employer? 

Mr. Arxeson. The 52,000,000 individual income tax returns 
referred to this morning were 1040 returns and 1040A returns filed by 
recipients of income which may have been salary income, dividend 
income, or business income. 

Mr. Gary. How many of those do not cover anything except 
salary that has already been reported? 
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Mr. ArKeson. Approximately 34 million. 

Mr. Gary. And those returns would not have any check at all? 

Mr. Arxeson. Approximately 7,000,000 of the 52,000,000 would 
not have any withholding. They would be reporting business in- 
come, and income from investments of one kind or another on which 
there would be no tax withheld. The remainder, or approximately 
45 million would be for salaries or wages subject to withholding, but 


they would also have other kinds of income in the vast majority of 
cases. 


AUDIT OF RETURNS COVERING SALARIES ONLY 


Mr. Gary. What I want to know is how many of the 52,000,000 
returns would cover nothing except salary upon which a tax has been 
withheld? 

Mr. Arxeson. I am sorry I do not have that exact figure. If I 
get your question on that you want to know the number of individuals 
who have nothing but salary or wage income subject to withholding. 
I will be glad to get that and supply it for the record. 

(The matter referred to is as follows:) 

The number of individual income tax returns reporting salaries and wages and 
no other income is 33.9 million. 

Mr. Gary. A return of this kind does not require any auditing? 

Mr. ScHoENEMAN. Mr. Chairman, I would disagree with you on 
that. That kind of a return could be the subject of investigation be- 
cause a great many of those wage earners claim exemptions to which 
they are not entitled, and that is a very important phase of the exami- 
nation of that class of returns. 

Mr. Gary. Yes; there would be some checking, but there would not 
be a whole lot of auditing. 

Mr. ScHoeNEeMAN. Not auditing—— 

Mr. ATKESON (interposing). One of the primary problems in respect 
to auditing returns of the kind you are speaking of is exemption claims 
for dependents. We have found out, for example, in the case of the 
short form 1040A returns, where there are 17,000,000 of those that 
have nothing but salary or wage income subject to withholding, that 
2,500,000 of the 17,000,000 report exemptions outside of their immedi- 
ate families. In other words, somebody other than a son, a daughter, 
or wife. Under our audit-control program we have found about one 
out of every four of those are in error, and so we have an auditing 
problem in respect to the allowability of exemptions which are claimed 
on those returns. 

Mr. Gary. They are in error in what respect? 

Mr. Arxeson. They are in error in that the exemption is not within 
the relationship category as described by the act, such as an aunt-in- 
law instead of an aunt, a sister-in-law instead of a sister and things of 
that kind which are without the purview of those exemptions allowed 
by statute; and, second, we will have numerous instances in which 
two or more people are contributing to the support of a third person 
where an exemption might be claimed by more than one of those. 

Third, there will be instances in which one individual will con- 
tribute to the support of another and claim that other person as an 
exemption, whereas, as a matter of fact, they have contributed less 
than half of that dependent’s support, and the fourth category has to 
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do with those dependents where some person will contribute toward 
their support, and the dependent will have income of more than $500 
which would automatically disallow him as an exemption, so the 
auditing problem in respect to those particular returns to which you 
refer is more directed at the exemptions rather than the income. You 
are quite right when you say that there is practically no auditing in- 
volved in those particular cases so far as income is concerned and so 


far as deductions are concerned, but there is an auditing problem on 
the exemptions. 











NUMBER OF ENFORCEMENT EMPLOYEES 


Mr. Gary. Do you have a table showing the number of enforcement 
employees for the last few years? 

Mr. ScHoeneMAN. I believe you asked the Secretary to be prepared 
to give you the number of enforcement officers. We have that for the 
period of the last 10 years. 

Mr. Gary. Yes, sir. 

Mr. ScHOENEMAN. We have such a table. 

Mr. Arxeson. Mr. Chairman, the table the Commissioner referred 
to shows the number of man-years of employment for a period of 10 
years, and the number of enforcement officers is included in that table 
and the percent of the enforcemet officers to the total number. If it 
is agreeable I will just give you that table. 

Mr. Gary. That will be included in the record at this point. 

(The matter referred to is as follows:) 




















Total man-years of employment, 1941-51 





} Number of man-years 


Percent of 
| enforcement 
Total |} Enforcement; to total 








Fiscal year | 





only 








| 












ernie a ish Sis Det 26, 202 | 11, 

__ eee aad mae RET RE OST 29,155 | 13, 511 46.3 
CSN RE ila ic Ra ei 33, 202 | 13, 631 41.1 
| OES teRetSe TT ae 43, 160 | 18, 796 | 43.5 
a . cae esse 49,317 | 19, 376 39.3 
1946. sete 54, 735 | 23, 515 43.0 
RS ETN A, A PEE 58,025 | 26, 823 46. 2 
1948 Mine siaeds HOR 50, 399 2), 583 42.8 
“Sa cxbekta SNe SL 52, 024 | 22, 786 3.8 
1950____. Shae i 5 A Meh, 53, 988 25, 104 46.5 
1951 *_ cs f , CREE: (EME a BH a 54, 535 26, 438 48.5 














1 First 5 months 


Mr. Arkeson. Now, it is possible that you may also want 
actual number of people, which I think Mr. Evans would have, and 
he could probably add it to that particular table. 








STATEMENT ON COLLECTIONS, APPROPRIATIONS, EXPENDITURES AND 
PERSONNEL 








Mr. Evans. This table, Mr. Chairman, shows not only the number 
of employees for each of the past 10 years, but also the collections, 
appropriations, and expenditures. 
Mr. Gary. That table will be included in the record at this point. 
(The matter referred to is as follows:) 
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Statement showing gross collections, amounts appropriated and expended for ad- 
ministrative expenses, and number of employees for each of fiscal year 1940 to date 





l 
| Num- 
Expenditures — 


| ployees 


Appropria- 


| 

| 
Fiscal year Gross collections | 
| tions 
| 





22, 423 
, 230 

9 065 
36, 338 
5, 171 


$5, 340, 452,346.78 | $59, 877, 500 $59, 675, 518.41 | 
7, 370, 108,377.66 | 66,006, 860 65, 289, 527. 20 | 
13, 047, 868, 517.72 | 77,725,421 | | 73,805, 704.00 | 
22, 371, 386, 496.55 | 103, 109, 680 | 1 98, 568, 512. 00 
40, 121, 760, 232.77 | 133,821,735 | 1 129) 416, 848. 00 | 
43, 800, 387,575.90 | 146,900,000 | ! 144, 786,969.38 | 49,814 
40, 672, 096,998.00 | 176,650,000 | |! 174,055, 640. | 59, 693 
39, 108, 385, 741.63 | 204,417,400 203, 916,822.00 | 52,830 
41, 864, 542,295.40 | 188,000,000 | 183, 731, 060. 52, 143 
40, 463, 125,018.61 | 210,859,000 | 209, 205,715.00 | 52, 266 
.| 38, 957, 131, 768. 00 230, 500,000 | 230, 408, 200. } 55,551 
2 47, 883, 000, 000.00 | 3 246, 820,000 | 3 246, 820,000.00 | * 59, 848 


-.| 2 59,711,000, 000.00 | # 255, 500, 000 | ¢ 255, 800, 000. 00 | « 59, 953 





! Excludes amount transferred to Post Office Department to cover cost of selling vehicle tax stamps. 

? Estimated gross collections before deducting refunds. Refunds, excluding interest cost, 1951, $2,309, 
000,000; 1952, $2,676,000,000. 

§ Excludes $1,227,500 reserve for savings under sec. 1214 of the General Appropriation Act, 1951, 

* Estimated. 


EMPLOYMENT BY MONTHS, 1951 


Mr. Gary. Now, can you furnish us with a table showing the 
number of employees actually on the payroll as of the end of each 
month during this fiscal year? 

Mr. Evans. The total number of employees? 

Mr. Gary. The total number of employees up to date and then 
the estimated number that you will have at the end of each month 
through this entire fiscal vear. 

Mr. Evans. Yes, sir; we can insert that in the record, Mr. Chair- 
man. 

(The matter referred to is as follows:) 


Employment by months, fiscal year 1951—number of employees on rolls at close of 
month 

1950—Julv.__- Roped 2 ahieg’ Sa : : 55, 122 
August ___- 5% Dtho me 19. sth pais 54, 510 
September -_ 54, 444 
October = 54, 200 
November : 54, 401 
December rs : 55, 095 
1951—January 55, 539 
February -_. 56, 442 

57, 139 

58, 812 

59, 642 

59, 848 


' Estimated. 


ADDITIONAL EMPLOYEES AUTHORIZED LAST YEAR 


Mr. Gary. How many additional employees were authorized last 
year, Mr. Commissioner? 

Mr. Evans. If I understand your question correctly you want 
the total number of positions authorized for 1950, 1951, and 1952? 

Mr. Gary. No; the number of additional employees authorized 
last year. 
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Mr. Evans. For 1950 we were granted 4,022 additional positions; 
for 1951, 3,538 additional employees, which includes 1,035 in the 
regular appropriation act, and 2,503 in the social-security amend- 
ments supplemental appropriation. 


NUMBER RECRUITED TO DATE 








Mr. Gary. How many of those have been recruited to date? 
Mr. Evans. The 1,035 granted in the regular appropriation are 
practically all on the rolls. The 2,503 are not to come on until the 
last 2 and 3 months of this fiscal year. 

Mr. Gary. You say there are 2,500 of them not yet recruited? 

Mr. Evans. Yes, sir. 

Mr. Gary. All of the others have been recruited? 

Mr. Evans. Yes, sir; practically all of them. On December 31, 
last, we were only about 830 positions under our full authorized 
strength, and that is about a normal number of vacancies. Probably 
most of those vacancies were in the process of being filled. 

Mr. Gary. Are you having any difficulty in getting qualified men 
for these positions? 

Mr. Evans. Not so far, Mr. Chairman. The civil service regional 
districts report a substantial number of eligibles on the registers. 


















LOSS OF ENFORCEMENT OFFICERS BECAUSE OF KOREAN SITUATION 


Mr. Gary. Are you losing many enforcement officers by reason of 
the Korean situation or the emergency? 

Mr. Evans. I have a table here, Mr. Chairman, from which I can 
give you the number of Bureau employees who have gone into the 
armed services. To January 31, last, we had lost 420 to the military 
services. There are 4,490 subject to call in our service. 








EXAMINING OFFICERS AND ADDITIONAL TAXES ASSESSED, 1944-50 









Mr. Gary. Can you prepare a table for us showing over a period 
of years the number of men employed in auditing and checking returns 
and the amount of additional revenue raised each year by reason of 
those audits? 

Mr. ScHOENEMAN. Yes, sir; we will be glad to furnish that for the 
record, Mr. Chairman. 
(The matter referred to is as follows:) 
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Number of (man-years) eramining officers and additional! tares assessed for the fiscal 
years 1944-50 





Item 1944 





Number of examining officers: | | 
Deputy collectors... . 8, 825 10, 169 | 11, 163 
Internal revenue agents H 4,133 | 5, 857 | 7, 641 
Miscellaneous tax agents._...._____| 47 | 5 | 59 | or) 
Returns examiners Hy 1900 
12,000 2, 599 | 1, 889 
Total 15, 005 15, 417 18, 684 21, 661 
Additional tax assessed : -| $730, 974, 000 $922, 428,000 $1, 280, 218,000 | $1, 928, 610, 000 











1949 





Number of examining officers: 
Deputy collectors 
Internal revenue agents. - 
Miscellaneous tax agents. 
Returns examiners A al Sy 
Collectors’ office auditors --...................__.-- 


Total . 
Additional tax assessed 


! 





: Estimated. 
ELECTRONIC MACHINES 


Mr. ScHoENEMAN. Mr. Chairman, this morning you asked ques- 
tions about mechanical equipment, with particular reference to the 
electronic machines. 

Mr. Gary. Yes, sir. 

Mr. ScHoENEMAN. I do not think our answers to those questions 
were quite adequate. We have Deputy Commissioner Cross of the 
Accounts and Collections Unit here. He is in a position to give you 
better information than we gave you this morning on that. 

Mr. Gary. Yes. Mr. Cross, we were wondering whether you had 
expanded the use of electronic machines recently. 

Mr. Cross. That is the electronic “brain” which you and Mr. 
Canfield and some of the other members saw in New York. 

Mr. Gary. Yes. 

Mr. Cross. At the present time, Mr. Chairman, we have 21 of 
those units in the several collection districts in which we have punch- 
card tabulating equipment. We have three in Los Angeles, three in 
San Francisco, three in Detroit, four in Chicago, two in Cleveland, 
and six in the combined installation in New York which you and the 
other Members visited a year ago. That installation serves three 
districts. We contemplate, providing we can obtain the machines, 
putting the Remington Rand Co.’s electronic “brain” in three of our 
offices which are now using Remington Rand equipment, but the 
demands of the defense agencies for these machines are pretty heavy, 
and, while we have filed with the proper authorities a letter of intent, 
we have no assurance that we will be able to get the machines. 

Mr. Gary. You have expanded their use considerably since we 
were up in New York. 

Mr. Cross. Yes, sir. 

Mr. Gary. I think you only had them in about two or three places 
then. 





Mr. Cross. That is right. We extended tabulating installations 
this year to San Francisco and to Newark, N. J., and we intended 
extending them to Albany, the Fourteenth New York District, and 
Milwaukee, but we could not get the space and all of the electrical 
wiring that was necessary, so we abandoned our plans for the present. 

Mr. Gary. Thank you, sir. 

You stated a few moments ago that you were only supposed to 
employ these additional employees which were allowed last year for 
the last 2 or 3 months of this year. 

Mr. Evans. Yes, sir. 

Mr. Gary. Were they not authorized on the basis of 5 and 3 
months? 

Mr. Evans. In the supplemental estimate we asked for $3,760,000, 
if I remember correctly, and the Congress reduced it to $2,500,000. 
That is the final amount which came out of the conference. We had 
originally planned to utilize these people for 3 and 5 months, but by 
reason of the reduction made in the estimate, we were compelled to 
reduce the employment to 3 and 2 months. 

Mr. Gary. Instead of reducing the number of employees authorized 
you reduced the time of employment? 

Mr. Evans. Yes, sir; the need for the number of employees we 
requested did not change. We will require that number of people 
to do this social-security job, so we reduced the period of employment 
from 5 and 3 months to 3 and 2 months. 

Mr. Gary. Were they social-security employees? 

Mr. Evans. Entirely, sir. 

Mr. Gary. They were not additional auditors? 

Mr. Evans. They were requested entirely for administering the 
Social Security Act, Mr. Chairman, and include mostly deputy col- 
lectors and clerical help. 

Mr. Jounson. Mr. Chairman, here again it might be well to 
mention that the equivalent of the cost of the service of these people 
will be reimbursed to the general fund of the Treasury from the 
trust fund. 

Mr. Gary. By the trust fund, you mean the trust fund that is 
created by the payment of social-security taxes? 

Mr. Jonnson. Yes, sir. 


ADVERSE PUBLICITY 


Mr. Gary. Mr. Schoeneman, I believe you have had some rather 
unfortunate publicity recently in connection with a couple of your 
offices. Would you like to make any statement concerning that? 

Mr. ScHoENEMAN. The publicity that you noticed in the papers 

oes back to an old subject that we discussed before you last year. 
t is really a rediscussion of an old subject. That is the case of eight 
deputy collectors in the Third New York Collection District whom we 
apprehended at the time we were before you last year, and whose 
cases had been brought to the attention of the United States attorney, 
and I believe in every one of those cases the men are now serving time. 

These statements keep coming up all the time, and it is not a new 
subject at all. It is a subject that was before us a long time ago, and 
which was straightened out by us a long time ago, but it still seems to 
be the subject of any number of discussions. 
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REMOVAL OF TAX COLLECTOR 


Mr. Gary. It seems to me just recently there was an article quoti 
Senator Williams concerning the fact that the tax collector himself 
has not been removed, although these irregularities were shown up in 
his department. 

Mr. ScHOENEMAN. Yes, sir. That same question was put to me 
before the Ways and Means Committee. Senator Williams intro- 
duced a resolution having as its purpose the removal of Collector 
Johnson as the collector of the Third New York District because of 
the administrative difficulties there. 

I said to the Ways and Means Committee, and I would like to state 
to you that at no time have we questioned the integrity or honesty of 
the collector in the Third New York District. 

We did find that there was a terrific backlog of work in that district. 
It was not keeping pace with the other collection districts, and several 
months ago we assigned eight of our top men in the country to go into 
the Third New York District to bring the work current, with the 
thought that once we brought the work current the collector would be 
able to carry on his job the same as the collectors in the other collec- 
tion districts. 

We found after these men got in there that the condition there was 
brought about by lack of the proper kind of leadership on the part of 
the collector. The collector is probably as well informed technically 
and procedurally as any collector in the country, but he seems to lack 
leadership and the ability to delegate his work to the point where he 
can get spirit diffused in the district and then keep up with the work. 

On November 29 I asked the collector for his resignation. I think 
we ought to have some new leadership in that district if we want to 
conduct the district efficiently. 

There were no charges made against the collector on account of lack 
of honesty or integrity, and the request for his resignation was not 
based upon these eight men who were dishonest and sent to jail. 

Mr. Gary. In the investigation of those eight men was there any 
evidence at all connecting the collector with their misdoings? 

Mr. ScHOENEMAN. NO, sir; it was something he did not know was 
going on. He is not charged with any responsibility for the actions 
of those men. 

Mr. Gary. You are certain in your own mind that he had no con- 
nection with it? 

Mr. ScHoENEMAN. I am certain of it; yes, sir; but I do think we 
need some new leadership in that district. 

Mr. Gary. You say you requested his resignation? 

Mr. ScHoENEMAN. While he has not resigned, because it is a Presi- 
dential appointment, I feel that I can assure you that as soon as a 
man possessing the right qualifications can be found he will be 
appointed, and it will automatically have him eliminated and get us 
a new collector in that district. 

Mr. Gary. Was there not another office out in California that had 
some di ficulty? 

Mr. ScHoENEMAN. Yes, there were three of our individual employees 
who were charged with being associated with the underworld. That 
was the report of the California Crime Commission. The statements 
given out in that report would have given the impression that these 


79961—51——15 





224 


deputies were associating with underworld characters and had some 
kind of a tie-up which gave them certain benefits in the performance 
of our duties. We made a thorough investigation of that. While 
conclusive action has not been taken yet, I can assure you that the 
report of a tie-up with the underworld was not justified. 

I feel that the investigation will show that these men—not all of 
them, but maybe one or two of them—have done things that we do 
not approve of in the Bureau, but I can assure you definitely that 
there was no tie-up with the underworld, and there was no promise 
of any easy handling of their cases by reason of that kind of a con- 
nection. 

NUMBER OF AGENTS 


Mr. Gary. How many employees do you have in that service in 
the United States? 

Mr. Evans. How many employees do we have? 

Mr. Gary. How many agents do you have? 

Mr. Evans. We have in the income tax field divisions, in the 39 
districts, Mr. Chairman, a total of 10,573 positions in the current 
fiscal year. Do you want those in the collectors’ offices also? 

Mr. Gary. Yes. 

Mr. Evans. In the collectors’ offices there are 37,227 positions. 


NUMBER OF COLLECTORS’ OFFICES 


Mr. Gary. How many collectors’ offices do you have? 
Mr. Evans. Sixty-four. 
Mr. Gary. And these are the only charges of improper conduct 


you have had? 

Mr. ScHoENEMAN. We separate men from the service every year 
based on irregularities, or on things of that type that would not be of 
major importance in any other branch of the Government, but they 
are of major importance to us because we feel that our men have to 
be just a little bit above the standard for the entire Government 
service. 

During the last fiscal year 81 cases of charges against emplovees of 
the Bureau of Internal Revenue were investigated by the Intelligence 
Unit, resulting in separation from the service of 37 employees and the 
prosecution of 14. In addition, 17 cases of a miscellaneous nature 
were investigated, which when we consider that we have a force of 
approximately 60,000 people we are rather proud of the fact that we 
do not have more than that. 

Mr. Chairman, I think Mr. Bolich can give you some information 
about that California Crime Commission. 

Mr. Bouicu. The so-called charges of the California Crime Com- 
mission were reviewed by a Federal grand jury for the Southern 
District of California at Los Angeles under the guidance of the 
United States attorney for that district. As a result of the United 
States attorney reported back to the Attorney General that most of 
the members of the so-called crime commission begged off from testi- 
fving before the grand jury, which resulted in the grand jury hearing 
the testimony of the attorney of the crime commission, one Warren 
Olney 3d, and the chairman of the crime commission, Admiral Stand- 
ley. The result of the inquiry indicated that the crime commission 
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had simply no definite information or evidence other than news- 
paper leads. 

Mr. Gary. Is this the State crime commission? 

Mr. Bouicn. It was created under State authority, and had very 
limited jurisdiction in California. 

Mr. Gary. Was it investigating the entire State? 

Mr. Boticu. Its main purpose was to investigate the conduct of 
the State attorney general; it was political. The United States attor- 
ney reported back to the Attorney General that after a full inquiry 
he was convinced that there had been no malfeasance or misfeasance 
or lack of due diligence on the part of any Government employee in 
the administration of our affairs in that district. It turned out no 
cases were settled as alleged and they are presently still being con- 
sidered, and most of them are being considered for prosecution. 

The information which the crime commission issued its statement 
on was very limited. The net result was they had absolutely nothing 
in the way of evidence, and so what we were up against was nothing 
but political publicity, and we were unfortunately caught in the middle 
of it. Our investigations do indicate that we do have some personnel 
situations which we are correcting, but in no case was anybody in a 
position to give immunity or protection to anybody from the so-called 
underworld. 


INCREASE OF FEDERAL EXCISE TAX ON WHISKY 


Mr. Gary. Mr. Commissioner, I have before me here a weekly 


newsletter entitled “Trends,” published by the Press Association, Inc., 
and there is a right interesting paragraph in that which says: 

The distillery industry is feeling concern over proposals to increase the Federal 
excise tax on whisky from $9 to $12 per gallon. Distiilers insist that such an 
increase would lift the consumer’s price of a $3.75 blended whisky to $5.25 or 
more. 

Because of the excise tax and other levies—including State and local taxes and 
license fees—legitimate liquor dealers already have to get $11.50 per gallon 
more than moonshiners, who are said to be multiplying rapidly. It is estimated 
in the industry that activities of moonshiners may cost the Federal Government 
more than $1,000,000,000 per year if excises. 

In 1949, Federal, State, and local authorities seized nearly 19,009 stills. The 
capacity of these illicit installations exceeded, by 88,000 gallons daily, the quantity 
of matured whisky legally released to trade channels. There is no printed 
estimate of the number of working stills not seized, 

This committee has nothing in the world to do with the amount of 
tax placed on liquor, but this statement as to the illicit stills and the 
amount of their production was rather startling to me. I wonder if 
you could give us any information on that. 

Mr. ScuoeNeMaNn. Mr. Chairman, I have asked one of the men to 
get Mr. Serr, who is Assistant Deputy Commissioner of the Alcohol 
Tax Unit. He will be here in a few minutes. 

In the fiscal year 1950 the Alcohol Tax Unit investigated 29,906 
violations. The number of stills seized was 10,029. The amount 
of mash seized was 4,892,608 gallons. The number of arrests was 
10,209. The statement that you have just read is grossly exagger- 
ated, but Mr. Serr, I believe, can give you some very detailed informa- 
tion that would be helpful. 

Mr. Gary. I would like to have it. 

Mr. ScHoENEMAN. Mr. Chairman, this is Mr. Serr. 
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eo Gary. Mr. Serr, I just read this paragraph in that news letter 
there. 


Mr. Serr (reading) : 


Taxes to go up from $9 to $12. Activities of moonshiners may cost Federal 
Government more than $1 billion per year in excises. 


Mr. Gary. The next is the more startling statement, that final 
paragraph. 

Mr. Serr (reading) : 

In 1949, Federal, State, and local authorities seized nearly 19,000 stills. The 
capacity of these illicit installations exceeded, by 88,000 gallons daily, the quan- 
tity of matured whisky legally released through trade channels. There is no 
printed estimate of the number of working stills not seized. 

Of course, we think that is very highly exaggerated. We do have 
a moonshine problem and there is no doubt about it. When we com- 
pare the non-tax-paid liquor problem today with what it was 12 years 
ago—that is, before the rates started going up—we think it is sub- 
stantially less than it was in 1938. 

That does not answer your question as to how big it is, but we do 
not think there is any truth to the statement that it approaches 
proportions equivalent to, or even a sizable fraction of, the legal 
liquor sold. Actually, the non-tax-paid liquor problem is pretty much 
concentrated in one small section of the country. It is a local 
problem. It takes constant policing to control the liquor law violators. 

However, the output of these violators is sold mostly to people whose 
means to purchase tax-paid spirits is limited. 


MOONSHINE PROBLEM 


Mr. Gary. Where is most of the moonshining problem, now? 

Mr. Serr. In about 10 or 14 Southern States east of the Mississippi 
and south of here. 

Mr. Gary. Mostly back in the mountains in the Appalachian 
region? 

Mr. Serr. That is right; in Georgia and South Carolina, North 
Carolina, and Alabama. Actually, 93 percent of all the stills and all 
the mash that we seized last year was in that area. 


ENFORCEMENT ACTIVITIES 


Mr. Gary. I would like to have a general statement on the enforce- 
ment activities. 

Mr. Serr. Right after repeal we seized more than 21,000,000 
gallons of mash. ‘The gallons of mash seized is a better indicator of 
the volume of illicit operations than the number of stills seized. We 
like to use the mash figures since they represent the working materials 
at the stills we seize. Seizing a still and breaking it up does not 
mean much if it has not been operating for any length of time, for 
that does not have any effect on the volume of illicit operations. We 
think that the volume of materials in process is a better indicator. 
That is why we like to quote the gallons of mash as an indication of 
the non-tax-paid operations. 

In 1935 we seized about 21,000,000 gallons of mash. By 1938-39 
we had cut that down to around 7,000,000 or 8,000,000 gallons 
annually. It seemed to continue at that level for a year or two, but 
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when the war came along and sugar rationing took place, the moon- 
shiners could not get their basic material and it then dropped to 
around 2,500,000 gallons a year. 

When sugar rationing was terminated it started to climb again. 
Last year mash seizures amounted to approximately 4,800,000 gallons. 

From the low point during the war to the present, it is true that 
there has been an increase. The point I am trying to make is that 
from the years immediately before the war when mash seizures were 
from about 7 million or 8 million gallons a year, it is down now to 
approximately 5 million gallons a year. 


EFFECT OF TAX INCREASE 


Mr. Gary. Do you think the increase in taxes has had any ap- 
preciable effect on it? 

Mr. Serr. The tax went up in 1944. 

Mr. Gary. Yes. 

Mr. Serr. At that time, with the assistance of sugar rationing and 
the fact that there was plenty of work and more buying power, it was 
not much of a problem. Naturally, the high price of liquor is going 
to be an incentive to some to make liquor and sell it without paying 
the tax. 

Mr. Fernanpez. The main decrease, though, was attributable to 
sugar rationing, was it not? 

Mr. Serr. The big drop during the war came about as a result of 
sugar rationing; yes, sir. 

Mr. Fernanpez. They just could not get the sugar. 

Mr. Serr. Right. Now we are handling the job, entirely on the 
basis of policing, or straight enforcement, but we are still keeping it 
below the prewar level, when the tax was only $2 a gallon. The 
tax now is 4'5 times as high. 

Mr. Gary. If it is increased further do you think it would increase 
moonshining perceptively? 

Mr. Serr. That is going to be hard to say. With the volume of 
industrial activity as we have seen it in the last few years we do not 
expect to have too much of a problem. We are not saying that there 
is not going to be more. There is going to be some increase, but we 
do not expect it to return to its prewar volume. 

Mr. CanrieLtp. Mr. Commissioner, I liked the prepared statement 
you gave us this morning and the way you presented it. I am sure 
you know that I personally have always saluted you on your approach 
to your assignment. 

Mr. ScHoENEMAN. Thank you. 

Mr. CanrFievp. I am ever mindful of the fact that you have a tough 
assignment. 

Mr. ScHoeneMAN. I have always appreciated the sympathetic 
consideration you have given us, Congressman. 


PERSONNEL REDUCTION 


Mr. Canrietp. Commissioner, under section 1214 of the General 
Appropriations Act of 1951 your Bureau was cut $1,227,500; is that 
true? 

Mr. Evans. That is correct. 

Mr. Canrietp. How was that cut distributed? 
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Mr. Evans. Mr. Canfield, that cut was applied mostly to the lag 
in recruitment of the 1,035 employees granted to us for the current 
fiscal year. At the time the impoundment of funds was under con- 
sideration we had not yet recruited the 1,035 additional people granted 
to us in the regular Appropriation Act for 10% months of this year, 
so, in order not to lose personnel who were already on the rolls it was 
decided to delay that recruitment to 7 months and 6 months in lieu 
of 10% months. That is how the impounded savings was met. 


NEW POSITIONS 


Mr. Canrietp. You are asking for 147-plus new positions, which 
will cost $389,070? 

Mr. Evans. Yes, sir. 

Mr. Canrietp. Is that over and above the base, with this re- 
duced cut? 

Mr. Evans. Yes, sir. Those are new positions and they are all 
temporary employees in collectors’ offices. 

Mr. McCouivum. Those are man-years of temporary employment. 

Mr. Canrtievp. I understand that, but does that mean that if you 
are granted this increase of $389,070 for new positions you will still 
be under the original allocation allotted by this committee? 

Mr. Evans. No, sir. 

Mr. McCouium. You mean including the $1,227,500? 

Mr. CanrFietp. That is right. 

Mr. McCouuvum. There are certain other items of increase in there 
about automatic promotions, and 1 day’s pay, that enter into an 
increase in 1952, other than strictly personal services. 

» Mr. Canrietp. The point I am making is this: You were cut 
$1,227,500? 

Mr. McCotuvum. Yes, sir. 

Mr. CanrFietp. You are asking for an addition now of $389,070, 
which is some $800,000 below the cut? 

Mr. Evans. However, Mr. Canfield, we are also asking to project 
those 1,035 people on a full-year basis next year. That was a tem- 
porary cut for this year, so we reduced the period of employment from 
10% months which was granted in the General Appropriation Act to 
periods of 7 and 6 months to meet that impoundment of $1,227,500 
made by the Bureau of the Budget. The 1952 estimate now contains 
the projection of those people from 7 and 6 months to a full-year 
basis. 

Mr. CanrieL_p. Does that mean that under the 1952 budget, if 
allowed, you will have 147.7 man-years of employment over and above 
the full and complete man-years employment for the fiscal year 1951? 

Mr. Evans. Yes, sir. 

Mr. Canrietp. As permitted in funds granted by the Congress in 
the General Appropriation Act of 1951? 

Mr. Evans. That is correct, sir. 


REPORT OF HOUSE CIVIL SERVICE SUBCOMMITTEE ON OVERSTAFFING 


Mr. CanrreLp. Mr. Commissioner, I know that you have taken 
personal note of the report of the so-called Williams subcommittee of 
the House Committee on Post Office and Civil Service. That is the 





committee which investigated employee utilization m tne executive 
departments and agencies. 


This committee in its report on the Department of the Treasury 
said, among other things: 


That the Bureau of Internal Revenue was currently placing major emphasis 
upon what they identify as front-line enforcement work. In this their goal is to 
audit a greater number of income-tax returns. Employees for the audit program 
are made available at least in part from other parts of the bureaus where it is 
alleged management has been improved to the extent that excess employees can 
be assigned to accelerate this activity. The Department recently reported that 
“The management-improvement program was initially installed in the Bureau 
of Internal Revenue, the largest Bureau of the Department, where it has succeeded 
to such an extent that almost a million man-hours have been released for other 
duties since the establishment of the program. For the most part these man- 
hours have been diverted to increased enforcement personnel and to other direct 
front-line enforcement work.” Our survey of the Department failed to reveal 
any evidence to substantiate the saving of almost a million man-hours. On the 
contrary, officials in the unit directly concerned reported that the estimate was 
largely the result of one person’s imagination and that the statement was loosely 
cited up the administrative line until it had reached the top. The same official 
reported he would be unable to validate even a fractional part of the allegation. 
Certainly the individuals concerned with incidents of this kind render serious 
disservice to good departmental management. 


Mr. Commissioner, will you comment on that? 

Mr. ScHoENEMAN. Yes, sir; I would like to. We submitted a reply 
to that statement, or the charge made in that report. 

Mr. Gary. Right at this point: That reply was contained in or 
attached to a letter which was sent to the chairman? 

Mr. ScHoENEMAN. Yes, sir. 


Mr. Gary. We will put that reply into the record at this point. 
Mr. ScHoeNeMAN. Thank you, Mr. Chairman. 
(The document is as follows:) 


BUREAU OF INTERNAL REVENUE 


Part III of the preliminary report of the Subcommittee To Investigate Over- 
staffing in the Executive Departments and Agencies of the House Committee on 
Post Office and Civil Service, dated December 5, 1950, contains several references 
to the Bureau of Internal Revenue that reflect serious misunderstanding or mis- 
interpretation of actual conditions. We wish to indicate these references, and 
to submit comments thereon. 

1. The following is an excerpt from page 63 of the report: 

“The Department recently reported that ‘The management-improvement pro- 
gram was initially installed in the Bureau of Internal Revenue, the largest Bureau 
of the Department, where it has succeeded to such an extent that almost a million 
man-hours have been released for other duties since the establishment of the 
program. For the most part, these man-hours have been diverted to increased 
enforcement personnel and to other direct front-line enforeement work.’ 

“Our survey of the Department failed to reveal any evidence to substantiate 
the saving of ‘almost a million man-hours.’ On the contrary, officials in the unit 
direetly concerned reported that the estimate was largely the result of one per- 
son’s imagination and that the statement was loosely cited up the administrative 
line until it had reached the top. The same official reported that he would be 
unable to validate even a fractional part of the allegation.” 

As to the validitv of the estimated savings, it is pointed out that the quoted 
figure of a million man-hours is an exceedingly conservative estimate of the 
savings attributable to the management-improvement program of the Bureau. 
This may be seen by referring to the official record made during the latest fiscal 
year, 1950. The average number of man-years has been computed by adding 
the number of persons on the payroll at the end of each month and dividing by 
12 to obtain the average for the entire fiscal year. A comparison of 1950 with 
1949, in terms of a significant twofold classification of personnel, is shown in the 
following tabulation. 








Front-line , 
Fiscal year enforcement All other Total 
personnel 








22, 786 | , 238 | 52, 024 
25, 104 | : 53, G88 


+2,318 | +1, 9%4 








The figures in this tabulation are a matter of official record, and are available 
for audit by any duly authorized committee of Congress or members of its investi- 
gative staff. The basic data were available to the Williams committee staff but 
were not inspected by them. 

The volume of work performed by the “all other’? personnel was no less in 
1950 than in 1949; if anything, it was larger in 1950. Therefore, the reduction 
of 354 in this personnel category is a direct and concrete result of the management- 
improvement program. There are 2,080 hours to the work-year. Multiplying 
the 2,080 by 354, it is seen that the total number of man-hours saved and available 
for transfer to enforcement work aggregates 736,320. Thus, it is evident that 
the demonstrable savings for 1 year alone which were made available for enforce- 
ment work are not far from the cited savings figure of 1,000,000 man-hours 
savings. 

As a matter of fact, this 1950 figure falls far short of measuring the total savings 
that were actually realized during the year. Some portion of the “all other” 
personnel shown above represents the clerical workers assigned to complement 
the 2,318 additional front-line enforcement personnel. If there had been no addi- 
tional enforcement personnel! in 1950, between 500 to 600 of the “‘all other’’ per- 
sonnel would not have been on the rolls. The basic correctness of this inference 
is unassailable, even though the precise number of persons cannot be determined 
from available records. ‘The aggregate savings in the Bureau during 1950 were 
in the neighborhood of 2,000,000 man-hours. 

It is difficult to come to grips with the criticism implied in the reference to “one 
person’s imagination” in the paragraph quoted above. The complete lack of 
factual basis for the critical inference has been demonstrated in preceding para- 
graphs. 

2. A passage related to the above is found on page 72 of the report, as follows: 

“The principal agency-wide effort in recent months took the form of a very 
elaborate work simplification program. It extended throughout the departmental 
and field offices and was used supposedly as a device for self-analvsis from which 
subsequent improvement might be launched. Instead, it has been allowed to 
drag on indefinitely, far beyond its optimum period of usefulness, until it has de- 
generated into a monthly report on which operating officials are obligated to report 
for the sake of reporting. Figure 2, Work Simplification Program, taken from the 
May (1950) issue of the Bureau of Internal Revenue Monthly Activity Report, 
graphically indicates the present state of its ineffectiveness.” 

Comment.—One quoted figure of ‘‘almost a million man-hours” is derived from 
monthly progress reports on the work simplification program, submitted by depart- 
mental and field offices of the Bureau for a period of approximately 3 years, ead- 
ing in June 1950. The exact figure, as derived from these reports, is 943,477 
man-hours. 

It is quite true, as indicated on page 72 of the subcommittee’s report, that dur- 
ing the early months of the fiscal vear 1950 the results being obtained from this 
program began to decline 

The decline in the effectiveness of this particular part of the Bureau’s over-all 
management improvement program was to be expected. Our experience in this 
respect parallels the experience of many other Government departments as well 
as private industry. That is a characteristic of this tvpe of work simplification 
program. It was and is only a part of the Bureau’s management-improvement 
work. It is one systematic method by which supervisors at various work levels 
may participate in the agency-wide program within the limits of their own par- 
ticular supervisory sphere. Its raw material is not in endless supply, because it 
is made up only of the procedures with which the individual supervisor is con- 
cerned dailv, and its energizing influence derives to a great extent from the enthu- 
siasm which this supervisor can bring to bear on it. Accordingly, while in a broad 
sense work simplification should be and is a matter of continuing administrative 
concern, for all practical purposes, its maintenance on any intensively sustained 
basis depends upon how fast this limited supply of raw material is consumed and 
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how constant is the supervisor’s interest in seeing that it is processed through the 
simplification mill. 

That the Bureau was aware of these characteristics of a work simplification 
program is indicated by the adjusting action taken in certain segments of the 
Bureau 8 organization. As soon as a down trend began to manifest itself in a 
consistent and meaningful way, the Bureau took steps to cut down the program in 
those offices where it appeared that maximum results had been achieved. Before 
any wholesale discontinuance of a program that has had such beneficial results 
occurs, the Bureau makes abundantly sure that it has wrung from it all improve- 
ments possible and that the program has actually run its useful course. 

It is an almost unbearably frustrating and morale-disrupting situation when a 
Bureau which not too many vears ago was criticized for lack of full management 
consciousness—but which subsequently has been commen ted highly by the Bu ig- 
et Bureau and Members of the Congress and other objective investigators for 
the management advances it has made since that time —is now publicly castigated 
for having exercised administrative caution before completely discontinuing a 
program that has contributed so importantly to such advances. 

3. The following paragraph also appears on page 63 of the report: 

“In the Accounts and Collections Unit, Bureau of Internal Revenue, one ad- 
ministrator reported that he had received verba! instructions to assign ‘confusing 
names’ to the various elements of his organization.” 

Comment.—Established organizational titles are so well known to taxpayers 
generally it has been the policy to continue existing descriptive titles unless and 
until they are clearly obsolete or misleading. This is done in order to minimize 
the burden and confusion incident to revision of statutes, regulations, forms, and 
other official materials. Titles have been changed from time to time in the past 
when such action was clearly in the public interest and will be changed in the 
future for the same reason. This policy conforms with the suggestion contained 
in the investigator’s report which reads as follows: ‘““There appears to be no valid 
reason why these changes cannot be made progressively as the opportunities 
arise.” 

As to the comment in respect to the assignment of “‘confusing names’”’ to the 
various elements of an organization, it can be stated that such a practice is not 
the policy of the Bureau and no evidence of such a practice can be found. 

t. The excerpt that follows is found on page 77 of the report: 

“There is little or no contre! exercised in the central office over the number or 
location of these offices. In some units of the Internal Revenue Bureau, this 
determination is left to top personne! in the field.” 

Comment.—The implication of this paragraph—that the establishment and 
loeation of field offices are not subject to review or control by appropriate depart- 
mental officials of the Bureau of Internat Revenue—is incorrect. In the interest 
of taxpayer service and convenience, the poliey of the Bureau is to decentralize 
its operations and administrative responsibilities to the fullest extent practicable. 

Field officers in charge, who are intimately acquainted with local conditions 
and taxpayer needs, are encouraged to take the initiative in establishing or dis- 
continuing branch offices of primary field offices. The recommendations of such 
field officials are generally sound. It is to be emphasized, however, that every 
such action or recommendation by a field officer is subject to review, and either 
approval or disapproval, by the departmental official having direct administra- 
tive supervision over such field office. 

General comments.—The report does not charge the Bureau of Internal Revenue 
with overstaffing. In fact its comments, other than purely descriptive material, 
in respect to the internal revenue service are very limited. Moreover, it states 
that no survey has been made of the field operations where over 90 percent of all 
internal-revenue employees are located. For these reasons it is not believed that 
anything approaching an adequate analysis of the Bureau’s operations has been 
made. Without such an analysis a completely objective view by the investigators 
is not possible. 

A few passing comments in respect to matters of management indicate an 
interest in this phase of operations, but without a survey of the field operations 
where practically the total job is located it is manifestly not possible for the report 
to serve as any constructive critique of our management programs and their 
effectiveness. 

The Bureau’s record in respect to these matters is open for inspection. Much 
of the record is contained in the official hearings of the House Subcommittee on 
Appropriations relating to the fiscal years 1950 and 1951. 
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In reply to the committee’s statement regarding the use of management com- 
mittees you are referred to page 151 of the 1951 appropriations hearings on 
internal revenue. 


There follows a report on the management-improvement plan of the Bureau of 
Internal Revenue. 


REPORT ON OPERATION OF MANAGEMENT IMPROVEMENT PLAN OF THE BUREAU OF 
INTERNAL REVENUE 


The several broad, general areas encompassed by the Bureau’s management 
improvement plan (as distinguished from specific projects) are as follows: 

(a) Development and implementation of new tax legislation: Attention 
to the drafting of new legislation and associated administrative procedures, 
in order to guard against unnecessary collection costs and administrative 
complexities, is highly important from the management standpoint. 

(b) Operating procedures. 

(c) Budgeting and accounting. 

(d) Program reporting and administrative information channels. 

(e) Organization, and allocation of functions and jurisdictions. 

(f) Housing and space utilization. 

(g) Miscellaneous staff services and functions. 

Accomplishments and further plans in respect to each of these 12 major program 
operating problems are as follows: 

1. Assignment of enforcement personnel.—Field work under the 1948 tax year 
audit control program was completed early in the calendar year 1950. The 
information obtained therefrom has been summarized and analyzed in a series 
of reports which have been distributed to the field officers charged with the 
responsibility for selecting returns for investigation and audit. A final report 
of generalized recommendations for returns selection, based on these analyses, 
is being prepared and will be distributed by December 1950. 

Field work on the 1949 tax year audit-control program is now under way. As 
compared with the preceding year, this 1950 program has been reduced as to the 
size of the sample, but expanded to include corporation income and certain excise- 
tax returns. Thus, it is calculated to test the feasibility of the ‘‘one shot’’ audit of 
ee of two or more classes of tax filed by a given taxpayer (also see Problem 

Yo. 3). 

2. Oraanization of enforcement personnel.—During the course of the year, the 
scope of this problem was expanded and its content redefined to cover all questions 
of organization, including allocation of functions and jurisdictions. 

Acting pursuant to the authority vested in him by Reorganization Plan No. 26, 
the Secretary has conferred upon the Commissioner of Internal Revenue all the 
powers formerly exercised by the Secretary, the Under Secretary, or any Assistant 
Secretary of the Treasury with respect to the approval of compromise eases in 
which the amount involved is less than $500. Also, the Secretary authorized the 
Commissioner to confer such powers upon any officer or agent of the Bureau of 
Internal Revenue. 

On September 21, 1950, the Commissioner addressed a memorandum to the 
heads of all operating units and divisions of the Bureau, calling attention to the 
purpose and effect of Reorganization Plan No. 26, and inviting their reeommenda- 
tions with respect to any areas in which it would be possible and appropriate to 
delegate authority to a lower operating level. The responses of these operating 
heads are now being reviewed and coordinated. It is anticipated that additional 
orders for delegation of authority wi!l be issued during the course of the year. 

An important functional revision was accomplished by the Commissioner’s 
order of November 14, 1949, delegating authority to the two Assistant Commis- 
sioners. One Assistant Commissioner was authorized to exercise general super- 
intendence over the technical functions of the Bureau of Internal Revenue, and 
the other Assistant Commissioner was authorized to exercise general superintend- 
ence over all operating activities of the Bureau. 

In order to expedite the handling of tax-fraud cases, instructions have been 
issued to all 14 special agents in charge for the establishment of a conference 
and review section in each division headquarters. Previously this procedure was 
in effect only in several of the larger divisions. A careful review in this section 
of tax-fraud cases results in a more expeditious handling of the cases, as only the 
more flagrant cases in which there appears to be no doubt as to criminal intent 
are forwarded for prosecution. Others are referred for immediate settlement of 
the civil liability. This results in a more careful selection of cases for prosecution 
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and eliminates delay in settlement of fraud cases in which prosecution is not 
instituted. 

Two other organizational changes effected during 1950 may be mentioned. The 
authority over compromise cases previously vested in the Office of the Special 
Deputy Commissioner was transferred to the technical staff. Second, the with- 
holding tax ruling was transferred from the Income Tax Unit to the Employ- 
ment Tax Unit, thus placing all payroll tax ruling work under one Deputy 
Commissioner. 

3. Coordination of audit efforis.—This problem is closely related to problem 
No. 1 and it has been found that the two can be handled most effectively if merged 
and considered as a single problem. As noted above, the practicability of the 
consolidated audit procedure is now being tested on a limited scale in connection 
with the field work under the 1950 audit-control program. 

4. Improved performance of nonenforcement functions.—As initially defined, 
this problem covered so many lines of inquiry that it could scarcely be treated 
effectively as just one problem. Therefore, it has been divided, and hereafter 
will be treated as two problems: (1) The mechanical-equipment problem and, 
(2) the procedural improvements problem. Work is continued on a year-round 
basis to adapt and apply new, improved mechanical equipment to use in the 
performance of mass office operations. Developments during the fiscal year 
1950 included an additional punch card and tabulating equipment installation 
in the collector's office at Philadelphia; exploratory work on the extension of 
tabulating procedures in certain accounting and record-keeping operations; 
installations of electronic computers in several collectors’ offices for computation 
and verification purposes; and experimental installations of a wide variety of 
new types of nontabulating equipment, including electric typewriters with dual 
platens and high-speed posting machines with direct subtraction and auxiliary 
equipment. 

Plans for 1951 call for three new installations of tabulating equipment; installa- 
tions on an office-wide basis of major types of nontabulating equipment in two 
additional collectors’ offices; and two additional installations of electronic com- 
puters, The 1952 estimates provide for installations of tabulating equipment in 
five additional collectors’ offices, and the equipment of five other collectors’ offices 
with full complements of nontabulating equipment. 

Both Public Law No. 261 and Public Law No. 448 authorize the Commissioner 
to use tax-stamp machines or other devices in lieu of stamps. Pursuant to this 
authorization, active steps have been taken to develop a machine which would be 
satisfactory for use in lieu of stamps for alcohol-tax purposes. Such a machine is 
nearly ready for submission to the Bureau of Standards and, if acceptable, speci- 
fications will be drawn and furnished manufacturers as the basis for bids to be 
submitted by them. Considerable work has already been done toward the draft- 
ing of regulations for the use of tax-stamp machines for paying the tax on 
fermented malt liquors, rectified spirits, and distilled spirits. 

The efforts to develop more effective and economic procedures proved highly 
fruitful during 1950. The more important, new procedural provisions may be 
identified as follows (the numbers shown refer to specific items of Commissioner’s 
mimeographed instructions) : 

Nos, 6411, 6412, 6413, and 6431 provide uniform assessments lists procedure and 
authorize the discontinuance of the preparation and submission to the Bureau in 
Washington of duplicate assessment lists for all classes of internal-revenue taxes, 

No. 6453 extends the authority from $1,000 to $10,000 to collectors to abate, 
credit, and refund all internal revenue taxes in accordance with Public Law 271, 
subject to subsequent instructions. 

No. 6454 provides instructions for collectors to determine, assert, and abate for 
reasonable cause delinquency penalties in amounts not exceeding $10,000 in all 
internal-revenue taxes. 

No. 6455 provides instructions for collectors to schedule and allow abatements, 
credits and refunds resulting from the audit of agents’ cases involving individual, 
fiduciary, estate and gift tax returns in amounts not exceeding $10,000, (Pre- 
viously, collectors were restricted to overassessments of $1,000 or less involving 
individual income tax returns only.) By amendment No. 1, ecollector’s juris- 
diction was extended to corporation tax returns involving overassessments not 
in excess of $10,000. 

No. 6469 contains instructions that partnership returns should no longer be 
forwarded to the Bureau for the purposes of obtaining statistics and selecting 
returns for investigation. Agents now classify and select such returns in the 
collectors’ offices. 
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No. 6517 provided for the computation of interest by collectors on overassess- 
ments scheduled by the Bureau and the allowance of such interest as a credit 
against any tax due from the taxpayer. Under prior procedure the collector 
applied only the overassessment of tax against outstanding tax and billed the 
taxpayer for any balance due. The interest on the overpayment of tax was 
later refunded to the taxpayer. 

Pursuant to Public Law No. 261, the regulations governing the procedures 
relating to fermented malt liquors were revised. The main purpose of the revision 
in law and reguiations was to change the point at which the tax on bottled or 
canned beer would be collected. The effect of this change is that claims for the 
refund of tax paid on unsalable beer at the brewer’s bottling house and covering 
beer lost in bottling have been eliminated. 

Pursuant to Public Law No. 448, Eighty-first Congress, regulations covering 
procedures relating to distilled spirits were rewritten. The new regulations 
provide that spirits removed from internal revenue bonded warehouses may be 
gaged in bulk gaging tanks. This should, in time, eliminate approximately 75 
percent of all individual gaging. The law also eliminated the statutory schedule 
of loss allowances and will, therefore, have the effect of eliminating many remis- 
sion claims which have heretofore been filed under the previous requirements. 
In providing for pipeline transfers of distilled spirits as well as for tank car and 
tank truck removals, the methods of handling spirits have been greatly modernized 
and will be of great benefit to both the industry and the Government. 

An example of another type of procedural simplification is the revision of the 
basic regulations covering the alcohol-tax field. Rermetty these regulations were 
contained in 30 volumes, and it was a serious problem to keep them current for 
ready reference. After much study, it was coneluded that the most economical 
and satisfactory solution was to arrange with a private publishing company to 

rint these regulations in loose-leaf form and maintain them on a current basis. 

his arrangement was made, and 2 loose-leaf volumes have now replaced the 30 
volumes and a multitude of Treasury decisions with much saving of time of 
Bureau officers and greater convenience to both officers and taxpayers. 

Other important procedural changes for which orders and instructions are now 
in the process of preparation include the following: 

Decentralization of authority to collectors to process and schedule for 
allowance the bulk of all miscellaneous tax abatements, credits, and refunds. 

More streamlined and expeditious procedures for processing offers in com- 
promise and obtaining final action on such offers. 

The selection for investigation of fiduciary and corporation tax returns by 
revenue agents in ficld offices without references of these returns to Washing- 
ton and their return to the field, and also a more uniform procedure for 
selecting and investigating these types of returns. 

A uniform system of acknowledging correspondence with taxpayers and 
their representatives, with a view to improvement in taxpayer relations. 

The introduction of four 30- and 90-day notices to advise taxpayers of the 
results of audits, in lieu of 31 form letters now in use; 3 closing-agreement 
forms to replace 8 now in use; and uniform instructions to taxpayers relative 
to their appellate rights and protest procedures. 

5. Inadequate housing—During 1950 several housing “sore spots” of long 
standing were eliminated in the field by securing integrated and reasonably 
adequate quarters. A series of modern floor plans were prepared for use in the 
design of future public buildings. Close liaison is maintained with the Public 
Buildings Service in order to obtain all possible benefits from periodic adjustments 
in the housing of Government offices throughout the country. Forward planning 
work on the housing problem is being done in full cooperation with Treasury 
housing officers and the Public Buildings Service. 

This project has been redefined to include the broad aspects of the space- 
utilization problem. In Washington a space survey has been completed, and a 
test rearrangement is now underway in one division with a view to determining 
the most economical use of space. A report on space inventory and its utilization 
was made by each field office and submitted to the Bureau during June 1950. 
These reports have been summarized and are now being analyzed with a view to 
determining the-best methods and patterns of space utilization that can be de- 
vised. When completed, appropriate instructions will be prepared for trans- 
mission to field offices. 

6. Training of enforcement personnel.—Work-simplification “appreciation lec- 
tures” are now being given, both in Washington and in the field, as a part of the 
regular course of instruction for new revenue agents. Also, plans are in the 





» 30 
» of 


10W 


for 
ids. 
»m- 


» by 
ing- 
for 


and 


the 
ent 
tive 


ong 
bly 
the 
blic 
ants 
ling 
jury 


ace- 
ida 
ling 
tion 
D50. 
v to 

de- 
ans- 


lec- 
the 
the 


235 


developmental stage for expanding the instructions in regard to taxpayer relations 
in the training of all new enforcement personnel. . 

Mention may also be made of another type of training activity. At irregular 
intervals, but frequently, the Bureau is visited by officials and students of tax- 
ation from foreign countries who wish to learn as much as possible about our 
methods of tax administration. It is important that all cooperation and aid be 
extended to such visitors, but it makes heavy demands on the time of Bureau 
officials todo so. In order to reduce this burden somewhat, and also to facilitate 
the process of imparting information to visitors, an exhibit room has been estab- 
lished and equipped in the Internal Revenue Building. Modern techniques of 
visual presentation have been utilized to develop the story of the Bureau’s opera- 
tions with maximum clarity, forcefulness, and accuracy. This room is also 
proving helpful in the process of indoctrinating new employees. 

7. Destruction of obsolete documents.—The problem of planning the destruction 
of obsolete returns and records has proven to be larger and more time eonsuming 
than had been anticipated. The inventorying of all departmental and field 
records is nearing completion; the information thus obtained will be the basis for 
formulating a complete program for the orderly and continuing disposal of 
obsolete items. During 1950 some 68,000,000 individual income, fiduciary, an 
yartnership returns were destroyed, thereby bringing to a current basis the 
aecak’s program of destroying all returns of these types after a 6-year retention 
period. Likewise, inactive and semiactive records are being moved in increasing 
volume from office space to less expensive storage or warehouse type of space. 
The stepped-up microfilming program is progressing smoothly. During 1950 
approximately 167,000,000 index cards and Forms SS-la and W-1 were micro- 
filmed. Filing cabinets with an estimated value of $335,000, and floor space 
with an annual rental value in excess of $67,000, have been released in conse- 
quence. The microfilming program is being pushed ahead at an even greater 
rate during 1951. 

8. Decentralization of routine functions.—The major objectives of this program 
have now been attained in large part. Pursuant to schedules now in effect, the 
process of shifting work from Washington to field offices will continue during 
1952. The necessary staff planning work should be completed during 1951, 
however. 

Pursuant to the policy of delegating authority to field personnel, the alcohol- 
tax regulations were revised so that district supervisors are now authorized to 
take final action on the qualification of industrial aleohol plants, industrial 
alcohol bonded warehouses, industrial alcohol denaturing plants, registered dis- 
tilleries, fruit distilleries, internal revenue bonded warehouses, tax-paid bottling 
houses, and rectifying plants. They are also authorized to approve alternating 
operations of industrial alcoho! plants, fruit distilleries, and registered distilleries. 
The procedure for alternating proprietorships of such establishments has been 
simplified with the elimination of Forms 124, 125, 26, 1431, 27% and 27—A and 
the substitution of a simplified Form 1696. 

Again, the audit review of a large number of alcohol tax reports previously 
submitted to the Washington office has been eliminated. Submission of some 
reports to the Deputy Commissioner’s office has been discontinued, and in other 
cases such reports were simplified. In the future, reviews of district supervisors’ 
reports will only be made as an incident to the examination of supervisors’ offices 
by field examiners. 

Other examples of decentralization orders issued during 1950 have appeared 
above under the heading of problem No. 4. 

9. Budgetary record controls. —The content of this problem has been extended 
to include improvements in the Bureau’s accounting records and procedures. In 
line with this expanded scope, and at the request of the Commissioner, a compre- 
hensive survey was made of the Bureau’s budgetary and accounting processes by 
a representative of the Treasury Department’s budget officer and a representative 
of the Bureau of Accounts. Their report and recommendations were submitted 
on January 25, 1950. A number of their secondary suggestions have now been 
put in effect. Their primary recommendation was for a far-reaching revision of 
the Bureau’s organization of budgetary and accounting work and related proced- 
ures; plans for implementing this proposal are now well advanced and should be in 
effect by the end of this calendar year. 

By the Commissioner’s order of November 14, 1949, for delegation of authority, 
responsibility for coordinating the estimates of fiscal needs was vested in the 
Assistant Commissioner in Charge of Operations and the management staff. 
Accordingly, the 1952 estimates of each operating unit were analyzed with the 
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heads of these units by the Assistant Commissioner and management staff mem- 
bers, together with the Bureau’s budget officers. 

The list of five activities appearing in the 1951 budget estimates has been 
revised and expanded to the eight-activity classification appearing herein. This 
revised activity classification is facilitating greatly the task of analyzing and 
evaluating the needs of the Bureau. 

As a pilot operation, an office has been set up in Boston to handle disbursement 
accounting functions on a centralized basis for the local internal revenue offices 
in that city. If this proves successful, similar centralized fiscal offices will be 
set up in other appropriate cities. 

Every Bureau employee has been assigned to the proper budget activity, and 
this assignment of personnel by activities is carried as a regular part of the payroll 
accounting records. This complete integration of personnel costs with activity 
records is an important forward step not only for budgetary purposes but also as 
a source of valuable information for administrative management purposes. 

Substantial progress has been made toward placing the reporting of incurred 
obligations on an accrual basis. Further, every obligation item reported is now 
being assigned directly to the proper activity category. 

10. Review of the Revenue Code.—The concept of this problem has been enlarged 
to include the development and implementation of new tax legislation. Effective 
work in these areas is highly important for over-all management purposes. If 
appropriate attention is given to administrative considerations when new tax 
legislation is in the drafting stage, the revenue collection is made more certain, 
and unnecessary or excéssive costs of administration can be averted. Also, if 
regulations, return forms, and taxpayer instructions are drafted as simply and 
clearly as possible, important gains result by way of higher voluntary compliance, 
better taxpayer relations, and reduced administrative costs. 

During the past year, representatives of the Bureau participated actively in the 
development of Public Laws 814 and 734. Similar participation is now being 
had in the development of prospective excess-profits-tax legislation. 

Review of the Revenue Code to develop recommendations for improvements in 
administrative matters is a continuing activity. Lists of recommended changes 
in the administrative provisions of the code are prepared and submitted periodi- 
cally for consideration in the Treasury. Appropriate follow-up steps are taken 
after Treasury review and approval. 

One recent development is significant. Six field offices have been designated 
2s focal points for channeling information to Washington in respect to desirable 
legislative changes. Specifically, one reviewer in each of six internal revenue 
agents’ divisions has been given responsibility for the selection of cases which 
demonstrate the need for statutory modifications. These six men will meet 
quarterly in Washington with Treasury officials and members of the Commis- 
sioner’s management staff responsible for the development of tax legislation. 
The over-all objective is to reduce the obsolescence in the taxing statutes in rela- 
tion to the actual current situation. This represents the first systematic attempt 
to focus the knowledge and talents of field officers on the problem of keeping the 
taxing statutes current. 

11. Development of procedure under Public Law 271.— With but one exception, 
all necessary steps for implementing the administrative provisions of Publie Law 
271 had been taken by the close of fiscal year 1950. This exception relates to the 
provisions of section 7 in respect to the collection of excise taxes. No action 
is currently under way in this area, pending clarification of the over-all aspects 
of the excise-tax situation. Therefore, and since only a minor part of the original 
problem is involved, this project is reported as completed in 1950. 

12. Exploration of cooperative Federal-State audit possibilities.— Arrangements 
were made for active cooperation during 1950 between Bureau and State enforce- 
ment officers with two States, Wisconsin and North Carolina. In both States, 
the area of cooperation is the investigation of income-tax returns. The operation 
and results of these initial attempts will be studied in order to identify possible 
improvements in the pattern and methods of Bureau-State cooperative enforce- 
ment. It is planned to extend these cooperative efforts to additional States as 
rapidly as may be determined to be feasible in the light of local circumstances. 


Mr. ScuorneMan. I think that reply definitely shows that our 
estimate of a million man-hours was a conservative estimate. 

Mr. Canrietp. Mr. Commissioner, the committee, I know, is going 
to review this reply very carefully, but up to this point we have not 
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had the opportunity to do so. I merely ask you: Vo you have 
“es to add to what the Secretary said in his letter? 


fr. ScHONENMAN. In that particular report concerning the Bureau 
of Internal Revenue, it is stated: 


As to the validity of the estimated savings it is pointed out that the quoted 
figure of a million man-hours is an exceedingly conservative estimate of the savings 
attributable to the management improvement program of the Bureau. This 
may be seen by referring to the official record made during the latest fiscal year, 
1950. The average number of man-hours has been computed by adding the num- 
ber of persons on the payroll at the end of each month and dividing by 12 to obtain 
the average for the entire fiscal year. A comparison of 1950 with 1949 in terms 
of a significant twofold classification of personnel is shown in the following tabula- 
tion. 

In 1949 the front line enforcement personnel was 22,786. All 
other was 29,238. That is a total of 52,024. 

In 1950 the front line enforcement personnel was 25,104. All other 
was 28,884. That is a total of 53,988, so there was an increase of 
2,318 in the enforcement personnel and a decrease in all others of 354. 

The statement submitted goes into greater detail than that, and I 
would be glad to answer any further questions on it. 

Mr. CanFiE.p. I recall that the Secretary last year, when he made 
his presentation, emphasized a savings of 1,000,000 man-hours. You 
stand on those figures; do you not? 

Mr. ScHoeNneMAN. Yes, sir. I will stand on those figures except 
that I would say they are very conservative. I think that the saving 
was greater than a million. If we made any mistake at all it was on 
the side of being too conservative. 


INVESTIGATORS WORK 


Mr. Canrievp. Did the investigators of the committee come to you 
in their investigation? 

Mr. ScHOENEMAN. They came to see me when they first started 
their investigation and just introduced themselves. I did not see 
them after that. 

Somebody is alleged to have made a statement that the amount of 
the savings is a figure just gotten out of thin air. We do not know 
who in the world that person could have been, because that certainly 
did not come from any responsible official of the Internal Revenue 
Bureau. 

Mr. CanrFietp. You do not know how long they worked in the 
Bureau? 

Mr. Scuoeneman. I think we can make a guess. It was about a 
month; was it not? 

Mr. Arxeson. They were there off and on for a little over a month. 
I do not know how many actual workdays they were there, because 
they were in and out. The Commissioner had given them free rein 
and told them they could go where they pleased so they did not always 
check in with us. We do not know precisely how long they were there. 


NOMENCLATURE 


Mr. Canrieip. The report goes on further to say: 


There appears to be an intentional effort in the Department to disguise certain 
operations under ambiguous nomenclature, 
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Making specific reference to the Accounts and Collections Unit of the 
Bureau, where they add: 


One administrator reported that he had received verbal instructions to assign 
confusing names to the various elements of his organization. 


I assume that the Secretary has also taken up that allegation. 

Mr. ScnornemMan. I commented on that in our report. Again, we 
cannot understand where the investigators got that kind of informa- 
tion. They did not yet it from any responsible official. I can assure 
the committee we just do not do that kind of thing. 

In our comment concerning that particular statement we said: 


Established organizational titles are so well known to taxpayers generally it has 
been the policy to continue existing descriptive titles unless and until they are 
clearly obsolete or misleading. This is done in order to minimize the burden and 
confusion incident to revision of statutes, regulations, forms, and other official 
material. Titles have been changed from time to time in the past when such 
action was clearly in the public interest and will be changed in the future for the 
same reason. This policy conforms with the suggestion contained in the investi- 
gator’s report which reads as follows: 

“There appears to be no valid reason why these changes cannot be made 
progressively as the opportunities arise.’ 

As to the comment in respect to the assignment of confusing names to the 
various elements of an organization, it can be stated that such a practice is not 
the policy of the Bureau and no evidence of such a practice can be found. 


All of our positions and changes and grades are approved by and are 
subject to Civil Service Commission review. 

There is no endeavor on our part to change titles or give descriptions 
which are not accurate. The investigator who prompted the state- 
ment did not see the right personnel nor see the people he was talking 


about. 
MANAGEMENT IMPROVEMENT PROGRAM 


Mr. Canrie.p. In reference to the Bureau’s program of continuing 
the study of improvement possibilities, you make mention of two soft 
spots that have shown up in respect of the implementation and man- 
agement program. Do you wish to discuss briefly for the record those 
subjects, Mr. Commissioner? They are referred to at page 148 of the 
justifications. 

Mr. ScHoENEMAN. Mention may be made of two soft spots that 
have shown up in respect to the implementation of the Bureau’s 
management program. The first is the lack of an adequate reporting 
system for following through on improvement projects already intro- 
duced, particularly those of service-wide application. The line officer 
system is intended to provide the bulk of the supervisory follow-up 
and inspection work. It can handle this assignment satisfactorily 
only if the reporting system transmits ample information, both 
vertically and horizontally. It is now recognized that the present 
system is not doing this job with the effectiveness desired. 

A remedial step will be taken on January 1, 1951, when the system 
of cost reporting by specific operations, now in process of trial and 
development, will be put into effect in all collectors’ offices. This 
will be the source of additional and much-needed information, and 
also provide channels for the easy flow of such information from the 
local originating offices to top departmental officials. Further, the 
Bureau’s entire system of reporting is to be reviewed, preliminary to 
revision of its scope, content, and direction. Attention will continue 
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to be focused on this weakness of the management plan until it is 
overcome. 

The second flaw in the implementation of the management plan that 
has been disclosed relates to the volume of incidental demands on the 
time of specialized management personnel. Many of these men are 
experienced and expert in various operational fields. Consequently, 
their services are sought frequently by top Bureau officials and the 
heads of operating units to aid in the handling of particularly trouble- 
some or difficult current administrative problems. It is proper that 
these requests be met, since such problems generally have important 
implications for management planning. Nonetheless, these immediate 
benefits are obtained at the cost of some delays in development. of 
the long-range management improvement programs. The way out 
of this dilemma is not to assign management improvement work to 
men who are devoid of practical experience and administrative skill; 
a background of experience is essential to a responsible manager and 
coordinator. Rather, the proper answer is to expand the personnel 
of the several staffs that have responsibilities for management leader- 
ship. A certain amount of “trouble shooting” is not only inevitable 
but also desirable as a phase of the broad management job; therefore, 
provision should be made for enough personnel so that such incidental 
assignments can be handled without retarding progress toward the 
main objectives. 

It is a temporary situation and I am more responsible for it than 
anyone else but I do not think there is any branch in the Government 
which has made greater steps toward the improvement of their man- 
agement than we have in the Treasury branch. The staff under Dr. 
Atkeson has made considerable strides. The tendency, however, is 
to send for these men to take over unusual programs and this delays 
other programs. We do not have enough people of that kind to do 
these other jobs. 

The excess-profits tax takes at least three of Dr. Atkeson’s men at 
all times. We just need more men of that type and it takes years to 
develop them. 

Mr. McCouium. May I say something regarding the reporting 
system? A committee has been formed composed of representatives 
of the management staff, the operating units, and the budget office. 
A preliminary study is now under way with a view toward improve- 
ments in the reporting system. 

Mr. Canrietp. I know the incentive awards program has been 
helpful to you in the past. But you tell us the program has decelerated 
in the past year. Has your record of peak activity been reached? Do 
you want to comment on that? 

Mr. ScHoeNEMAN. On a project of that kind in the early stages you 
get a greater response than you do later. There is no loss of interest 
in the program, but when you start it you get a great many suggestions. 
When you have received and considered them there is a leveling off 
point which does not indicate a lack of interest but a lack of sugges- 
tions. When you have received and considered the suggestions, the 
leveling off must occur. 

In the fiscal year 1948 we received 5,016 employee suggestions. 
We adopted 141. In 1949 we received 4,000 and adopted 671. In 
1950 we received 2,602 and adopted 836. In the first 6 months of 
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1950 we received 1,403 and adopted 521. In the rst 6 months of 
1951 we received 852 and adopted 149. 


CASH AWARDS 


As to the cash awards made in 1948 we had 93 representing $2,310; 
and in 1949, 602 totaling $14,065; in 1950, 682 represented awards of 
$12,57 5; the first 6 months of 1950, 411 and awards of $7,510; in 1951, 
the first 6 months, 142, representing $3,900. 

I believe these figures together indicate our program is still a heavy 
one. There is a leveling off which is necessary in a program of this 
type. 

TAX FRAUD CASES 


Mr. Canrretp. From time to time there is press comment on the 
handling of tax fraud cases. Will you tell us what has been done to 
expedite action on these? 

Mr. ScHoreNnEeMAN. If we are going to get into detail I would like to 
get the chief counsel to testify on that. He is in the next room. 

I may say, Mr. Chairman, in answer to Congressman Canfield’s 
question, we have been giving a great deal of study to the fraud pro- 
cedure in the handling of fraud cases in the Bureau and the Treasury 
Department. We have the Treasury Committee on Improvements 
in Management, and the services of former Undersecretary Wiggins 
who is the chairman. We have been giving intensive study to that 
subject to speed up all our investigations—to get them to a point 
where we can collect the money, but doing it in such a way that we 
will not interfere with the prosecution of the fraudulent taxpayer. It 
is the kind of question which develops a great many different ap- 
proaches. I do not think any person knows the answer to it. There 
is a disadvantage to everything you try to do. We want a system 
that will not require waiting a long time to complete the investigation 
and the trial of the case through the courts, at the conclusion of which 
we may or may not get the money. 

Mr. Oliphant will be here in a moment. 

Mr. OurpHant. I believe that the Secretary has pointed out to 
other committees that there is a study group set up in the Treasury 
studying all offices of management activity and the control of work 
of the Bureau. One of the phases of that work in recent months has 
been an inquiry into the general operation of the criminal tax fraud 
cases 

The normal process of handling criminal types of fraud cases is 
necessarily a time-consuming operation since there is involved the 
possibility of sending a man to jail. The Commissioner in discharging 
his functions in these cases always has to be sure that he does not 
recommend the prosecution of an innocent man. 

That process of eliminating the doubtful cases is one which moves 
through the agents in the field and the Commissioner's lawyers and 
the Commissioner to the Tax Division of the Department of Justice 
and then on out with the United States attorneys in the various 
judicial diséricts. 

At all stages in that process the taxpayer is entitled to be heard, so 
that in addition to the time it takes to develop evidence which would 
be sufficient to support a prosecution for tax evasion, there is also the 
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time involved in looking for adequate presentation of evidence by the 
taxpayer all along the line, and that is the reason why criminal tax 
cases take a long time. It is not as long as is popularly believed 
because, for instance, we are now working on what we call 1944 cases. 
That is cases in which the statute of limitations would run on criminal 
prosecutions on March 15 of this year. But when ve say 1944 cases, 
that would only be one of a series of years. It may be 1945 or 1946. 

In the development of the criminal tax cases it has been the practice 
of the Department of Justice for a great many years not to proceed 
with a determination of the true civil tax liability while the prosecu- 
tion question is open. It would seem that whatever the true civil 
liability is should serve as a basis for any prosecution. The facts 
are, of course, that there are lots of issues which will result in the 
civil liability but all those are not of the criminal nature so that they 
would be used as a basis for criminal prosecution. : 

For that reason, income tax evasion indictments contain only so- 
called tax figures. Therefore, the amount that may be used in an 
indictment does not represent the actual civil liability and it has 
been the view of the Department of Justice and the view of various 
employees of the Bureau that if vou proceed to dispose of the civil 
liability before you undertake the prosecution the chances of a 
successful prosecution decline and the taxpayer is in a position of 
being able to say, “I may have cheated on my taxes but have now made 
full restitution including civil penalties.” 

It is in that one area of whether we should proceed with civil 
collection while the criminal question is still open that we are doing 
a great deal of intensive study at the present time. 

That simple question as to whether you jeopardize a criminal case 
by collecting a civil liability would seem to be simple to answer. 
But there is a strong body of opinion that feels that the better method 
of procedure is to forego collection of the civil liability until your 
criminal question is out. 

That is one phase of our studies with respect to the expedition of 
cases, 

Another is that the examining agents in the field may develop 10 
cases which in their opinions should go forward for prosecution. 
When the reviewing officers of the Department of Justice goes over 
the evidence it will turn out that nothing like 10 cases are susceptible 
of successful prosecution. So, there is a constant elimination of cases. 

We have spent some time trying to establish patterns of cases not 
susceptible of prosecution with the idea that we can get these patterns 
back to the agent in the field at an early point in his examination. 
If that pattern is there he will know there is no point in proceeding 
with his examination and will turn the case back to the revenue 
agents for further disposition. 

I should add in that connection that the Commissioner recommends 
prosecution in criminal tax cases but the Department of Justice is the 
organization that determines what cases should be prosecuted or 
presented to a grand jury or tried. And in a large measure we are 
guided by their determinations. It may be that we will be able to 
work up a composite picture to put at the special agents’ level to 
eliminate the tedious work that goes on in cases which are not going 
to go forward to prosecution anyway. 
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To the extent we can cut down the work load at that point there 
will be less work for the special agents and more work will be ac- 
complished in that period of time. 

Mr. Gary. What is the general attitude with references to sen- 
tences in convicted cases? 

Mr. OurpHant. We have States in each judicial district and in 
terms of sentences generally it will depend a great deal upon the 
attitude of the district judge. Some district judges in some areas 
of the country will impose heavier sentences than in other areas. 
I do not know whether that is a complete answer. 

Mr. Gary. What I was asking for is some generalization. The 
reason | asked it is because some time ago our judges were suspending 
sentences | thought rather frequently. It seems to me that recently 
they have tightened up some and are requiring practically all people 
convicted to serve their sentences. It seems to me judges in our 
district are getting more severe. 

Mr. ScHoENEMAN. I| have some figures that may be helpful. 

In 1947 out of 172 cases before the courts there were 54 who served 
terms; 118 who did not serve terms. 

In 1948, out of 314 cases, 118 were sentenced to serve time and 
196 served no time. 

In 1949, out of 394 cases, 176 served time and 218 did not serve 
time. In 1950, out of 338 cases, 185 served time and 153 did not. 

Mr. Gary. That would seem to indicate exactly what I said with 
reference to their getting more severe in these cases. 1 think lor a 
while in Richmond they were too lenient. 

Mr. ScnorneMan. To further prove you are right about that, in 
1947 there were 12 who served time and also paid a fine of $10,000 or 
more. In 1950 that rose to 38. In 1947 there were 42 who served 
time with either no fine or a fine of under $10,000. In 1950, there 
were 147 in that category. 

Mr. Canrretp. Mr. Oliphant, we are told the authority to com- 
promise cases previously vested in the Deputy Commissioner had been 
transferred to the technical staff. 

Mr. ScHorneMAN. I might say that these compromises were cleared 
through the special Deputy Commissioner whose chief assignment is 
the handling of treaties with foreign countries. In view of the fact 
that these compromises are investigated by the revenue agents and 
cleared through the field officers it was only common sense that the 
final clearing house should be where it now is rather than with the 
special Deputy Commissioner. 

Mr. CanFietp. You have the subhead here “inadequate housing.” 
What is your housing problem today? 


FEDERAL SPACE 


Mr. Evans. Mr. Canfield, on several occasions we have been com- 
pelled to relinquish Federal space to other agencies having priority of 
assignment and take up commercial space. The largest case that I 
have knowledge of is in Chicago. The collector was forced to relin- 
quish Federal space and it cost the Bureau probably $300,000 or 
$400,000 each year to take up commercial space, which amount we 
had to absorb. We have heard rumors of a couple of cases which may 
result in considerable cost. 
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Mr. Gary. You have that situation in Richmond. 

The collector’s office is now in the post-office building and the post 
office is setting up a regional accounting office. They have been 
ordered to move out because the post office is going to take over the 
space and the only other quarters available will be commercial 
property. 

Mr. ScHoENEMAN. And we are in five other places as it is in 
Richmond. 

FOREIGN STUDENT TRAINING 


Mr. CanFIELD. You say the Bureau of Internal Revenue is visited 
by students of taxation from foreign countries who wish to learn about 
our method of tax collection. Will you discuss that briefly? It is of 
interest to me. 

Mr. ScHoENEMAN. In the last year or two we have had more visits 
from representatives of the tax departments of other countries than 
heretofore. They come here for the purpose of studying our fiscal 
system and method of collecting taxes and we try to be helpful in 
every way we can. We are pleased to help them and in doing so we 
are helping our own country. We have set up an exhibit room in the 
Bureau of Internal Revenue which traces a return from the time of 
its receipt through these different channels until it is consummated. 
It is all in one room and we have found through developing that 
exhibit room we can take these representatives into that room and 
in 2 or 3 days they learn how we operate. 

Mr. Canrretp. Can you tell us some of the countries from which 
the students came into this country during the past year? 

Mr. Arxrson. Mr. Chairman, many of the countries that have 
been getting ECA aid and other help from this country have sent 
their representatives over here to find out how the taxes are being 
administered. I can mention a few of the countries—Greece, Turkey, 
Puerto Rico, Guam. We have had many representatives from the 
occupied countries, such as Japan and Germany. Last vear we had 
a number of representatives from Great Britain and Canada, Haiti, 
and France. 

This comes about in connection with the stepped-up treaty program. 
We have an intensive treaty program at the present time. Many of 
these countries are developing arrangements with the United States 
in respect to improvements in the treaty situation and generally that 
necessitates a visit over here—a visit either by our own people to their 
government or representatives to our country. 

Mr. Canrietp. Mr. Commissioner, you have a school for the train- 
ing of enforcement personnel. Do you also train other employees 
such as men and women studying shorthand? 

Mr. ScuoeNemMaNn. We do have a class in Washington in the 
Bureau for our clerical employees who do want to qualify as typists or 
stenographers. Yes, sir. 

Mr. Canrietp. Do you know whether that is unique or is it a 
regular Government practice? 

Mr. ScHoENEMAN. It has been a practice with us for years. I do 
not know whether other departments do it. We have been doing it 
for years. 

Mr. Arxeson. Mr. Chairman, may I comment on that. 
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We have « regularly established training division, the primary 
purpose of which is to take the agents and deputies who have qualified 
under civil-service examination from purely an accounting standpoint 
and train them in our own technique of accounting and income-tax law. 

But in addition to that the course is open to all employees of the 
Bureau of Internal Revenue and they can take the accounting course 
and income tax law and the regular civil service examinations and 
qualify as agents or deputies. Further, on their own time, employees 
of the Bureau who wish to get training in shorthand and typing may 
also avail themselves of the course. Thatisontheirown time. These 
people we appoint as revenue agents and deputies are given a 60-day 
course on Government time. 


NUMBER OF EMPLOYEES 


Mr. Gary. The new employees allowed in 1951 have not been ap- 
pointed except for the 1,035 of the 1,038 allowed by the regular ap- 
propriation? 

Mr. ScHoENEMAN. Only the 1,035 allowed by the regular bill are 
now employed. The other 2,503 come on at the end of the year. 

Mr. Gary. And have not been employed or selected at all? 

Mr. ScHoENEMAN. We only have sufficient funds to put these people 
on for 2 or 3 months. 

Mr. Gary. That is assuming you hire them all. 

Mr. ScHOENEMAN. Yes sir. 

Mr. Gary. You give here a smaller number at an earlier date? 

Mr. ScHoENEMAN. What actually happens, Congressman, is it is 
obviously impossible to put on a large number of people on a given 
date. You start recruiting at a given time and extend it bevond 
the time. It may be an average employment covering the money 
allowed by Congress, 

Mr. Gary. You say 2 months. You mean an average? 

Mr. ScHoENEMAN. Yes. 

Mr. Fernanpez. Some of these you call 3 may be 4? 

Mr. ScoorENEMAN. And some may be 2. 

Mr. Gary. And some may be 1. 

These 2,500 have not been put on as yet? 

Mr. ScHoENEMAN. No sir. 

Mr. Gary. Suppose you were to go on a 44 or 48 hour week, would 
you need to hire new ones? The expense would be the same, I expect. 

Mr. Evans. It would probably be greater if we went on a 44 or 
48 hour week. 

Mr. ScHoEeNeMAN. Our request for personnel is not the greatest 
number we could use. 

Mr. Fernanpez. You are requesting an addition to the 2,500 that 
you will put on by the end of this year? 

Mr. Evans. One hundred and forty-seven and a fraction which are 
temporary employees in collectors’ offices. They will be hired for 
an average period of 5 months during the rush period in collectors’ 
offices to perform mass operations. 

Mr. ScHoENEMAN. Our request is for personnel we can absorb. We 
can absorb as many on a 48- as on a 40-hour week and every employee 
we can absorb we can use to the advantage of the Government. 

Mr. Fernanpez. You say it would cost more on a 48-hour week? 
That is because of overtime pay? 
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Mr. Evans. That is right. 

Mr. Fernanpez. Is that the way we did in the last war? Did we 
go on a 48-hour week with additional pay for overtime? 

Mr. ScHOENEMAN. I am of the opinion that overtime was paid for 
the eight additional hours. 

Mr. Gary. What he means is that if you employ everyone that you 
now have on 44 or 48 hours you would pay more. But if you raise the 
working time to 44 or 48 hours you otal not need as many employees. 

Mr. Fernanpez. It isobvious. But if you went on a 48-hour week, 
or 44 hours, you would pay for the equivalent of approximately 6,000 
more men during the year if you employed 60,000 for 44 hours. You 
would be paying for the equivalent of 6,000 people, and in addition 
to that you would be paying extra for overtime. 

Mr. ScHoeNneMAN. If Congress authorized overtime. It depends 
on what basis. 

Mr. Fernanvez. In the last war they did not pay overtime. 

Mr. ScHoENEMAN. That is not my impression. My recollection is 
that overtime was paid for the excess hours over 40. 


ADDITIONAL INcomME TAx on RarILRoAps IN ALASKA 


Funds available for obligation 





1950 actual 1951 estimate | | 1952 estimate 


} 
| 
| 





| | 
Appropriation or estimate | $10, 000 $8, 000 | 
Unobligated balance, estimated savings ‘ —1,055 | —876 





i SG EE, od ty CHER GRADO pall bln | 8, 945 | 7,124 | | 





Obligations by activities 


Payment of additional income tax on railroads in Alaska: 
aS Ae Fee Sk ee ee - _...-. $8, 945 
| TEA EIS S Re ap Sou Wisi. See 
| Sea ee Cee es Rap ere ped _ 8, 000 


Obligations by objects 


13. Refunds, awards, and indemnities: 
$8, 945 
7, 124 
8, 000 


PayMENT TO ALASKA OF ADDITIONAL INcCoME TAX ON RAILROADS (RECEIPT 
LIMITATION) 


Analysis of appropriation base for fiscal year 1952 


Regular appropriation, 1951 act 
Supplemental appropriation for 1951 


Total A EE AM 1951_ 
Deteibieiiss coccwro rds os ss 


Subtotal 
Additions___- 
Appropriation base for 1952- 
Appropriation estimate for 1952 


Increase over appropriation base for 1952____ 
Increase or decrease from total appropriation, 1951 





246 


Comparison of appropriation base with appropriation estimate for 1952 





| 
} Appropriation base Appropriation esti- ; 
for 1952 | mate for 1952 | Increase or decrease 





Activity 
Average | 
|positions 


| | 
| Average Amount | Average | 


Amount |positions| ‘positions| 


Amount 





OFJECTIVE CLASS 


13 Refunds, awards, and indemnities_| 





Mr. Evans. Mr. Chairman, in addition to the normal income tax 
there is a net income tax of 1 percent on all railroad corporations doing 
business in Alaska, on business done in Alaska. That tax is collected 
each year by the Bureau and deposited in the Federal Treasury to be 
paid to the treasury of Alaska, and made applicable to general Terri- 
torial purposes. 

There is only one railroad corporation subject to this tax; the Pacific- 
Arctic Railway & Navigation Co. In 1948 the amount of tax col- 
lected was $6,097.61; in 1949, $6,873.27; in 1950, $7,123.89. 

It will be noted that these ad ial wa have been steadily increasing 
in past years. Collections from these sources for 1951 are estimated 
at $8,000, and the estimated amount for 1952 is based on that figure. 

Mr. Gary. We simply collect that money and turn it over to the 
Alaska government. 

Mr. Evans. That is correct. 

Mr. Gary. And no part of it comes out of the Treasury? 

Mr. Evans. Not out of the general fund. 


IMPORTANCE OF COURTESY TO TAXPAYERS 


Mr. Canrretp. Mr. Commissioner, before you leave, I want again 
to make reference to the story appearing last night in the Evening Star 
and I read briefly from the Star: 

In a public-appeasing move without known precedent, internal-revenue officials 
have ordered chairs put in their hallways for waiting taxpavers. And if it isn’t 
lifting a burden from the taxpayers’ pocketbooks, at least it’s taking a load off 
their feet. 

I think that move was very well done and I know how you feel 
about your men all the way down the line being courteous to the 
taxpayers of the United States who, after all, own this Government. 
| hope you are going to continue in the years to come to inculcate 
in your men an even greater degree of courtesy so that our taxpayers 
will not feel that representatives of the Bureau of Internal Revenue 
are just policemen but they are people honestly trying to get enough 
revenue to run the country and that they want to be helpful to the 
taxpavers. 

Mr. ScHoENEMAN. Congressman, we preach the importance of pub- 
lic relations to our employees at all times and nothing is more dis- 
couraging than to have a report that one of our employees have been 
discourteous. I think we have made great strides in that line during 
the vears. 

This item you refer to is a nice thing todo. The thing that irks me 
in our service is that our men have to say “No” to a taxpayer. I do 
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not think they should get pleasure out of it. They should be nice 
about it. 

Mr. CanrreL_p. You have often in these hearings and elsewhere 
made reference to the innate honesty of the taxpayers. Do you want 
to say something about the American taxpayer? 

Mr. ScHOENEMAN. I have made the statement several times and I 
believe American citizens, as a class—I am speaking of at least 95 
percent—they will discharge their obligations if they know what they 
are. I do not think they like to pay taxes. That is expecting too 
much, but I am convinced that at least 95 percent of the taxpayers are 
honest and the errors they make are not dishonest errors. 


REPLACEMENT OF AUTOMOBILES 


Mr. Gary. There does not seem to be any change in language in 
your bill? There is a matter of authorizing 300 automobiles for re- 
placement. 

Mr. Evans. We have a fleet of 1,380 cars, of which number 1,280 
are used by the Alcohol Tax Unit field force and 100 by the Intelligence 
Unit field force. 

Mr. Gary. How many in Washington? 

Mr. Evans. I believe we have about nine cars operating in Wash- 
ington. 

Mr. Gary. Now, your total numbers how many? 

Mr. Evans. One thousand three hundred and eighty cars. 

Mr. Gary. And you are asking for a replacement of approximately 
one quarter of your fleet. How old are those cars you want to replace? 

Mr. Evans. All of them are over 7 years old, and in poor condition. 
The number of 1944 models and older cars in use will be reduced by 
approximately 209 during the current fiscal year. That will leave ap- 
proximately four hundred 1942 and older cars in use at the beginning of 
the fiscal year 1952. 

I might sav, Mr. Chairman, that we have resorted up to the present 
time to holding our number of purchases down because we have been 
seizing cars in fair condition. That source of suppiy has now dried 
up. We seize cars but they are not fit for use so, in order to keep our 
fleet in a working condition, it will become necessary to replace 300 
cars in 1952. The only additional cost is to replace 191 of these 300. 
We replace 24 cars every year in the 3 western districts—at Denver, 
Seattle, and San Francisco, and we are getting an average of 10 
suitable cars every year by payment of recognized car liens. We hope 
to get about 75 cars by the sale of old ones, and that leaves 191 cars to 
be replaced by direct purchase of a similar number of new ones. 

Mr. Gary. You are not increasing your fleet at all? 

Mr. Evans. No, sir; only replacements to keep our current fleet in 
working condition, and to keep at a minimum the costs of operation 
and maintenance. 

Mr. Stemrinskt. I was delighted with the presentation this morning. 
Following up what Mr. Canfield said, however, in your courtesy I 
hope there is not too much honey. We had a committee hearing and 
one commissioner said, ““‘What they do not ask you, do not tell them.” 
| hope your courtesy does not remove healthy respect. If you trans- 
gress the rules of God, conscience is a healthy thing. I hope you 
develop enough respect in your approach so that the people do not 
misinterpret courtesy for weakness. 
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Mr. ScHorNeMAN. Congressman, I want to assure you there is no 
lack of firmness. 

Mr. Steminski. The attitude should be correct but firmness should 
be held. 

Mr. Canrrexp. I quite agree and I think the Bureau has been very 
firm and I think the Commissioner will agree with me that there is 
real room for improvement in courtesy and he is working to that end. 

Mr. ScoorneMaNn. Mr. Chairman, I wish to thank you for the 
opportunity to discuss our affairs. 

Mr. Gary. We are glad to have had you. 

(The following tables were submitted later:) 


COMPARISON OF BUDGET ESTIMATES OF REVENUE WITH ACTUAL REVENUE 


Comparison of total budget estimates of revenue with actual revenue,’ fiscal years 
1928-50 


{All estimates are based on the revenue Jaws existing at the time of making the estimates; in many years 
there were drastic changes in the law after the estimates were made and these, of course, were reflected in 
the actual receipts} 
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: : Percentage increase or (e- 
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| Preceding 
| year 


| | 
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That year That year 








Percent Percent 
3, 652. 2 
3, 675. 
3, 687. 


| 

—0. 94 
6.15 
—1. 66 
| 

i 

| 

| 


- 
| 
| 6.9% 
| 6. 
} 9. 80 

—13. 93 —22. 08 

—10 —49.3 


3, 955. } 
—15.73 | —19, 28 
| 


2, 576. 
791. 
. O74. 
. 991. 


467. 
—4. 4 


9 


—6. 63 
~9.17 
~1.2 


Gr 99 99 PO pO go 


on wo 


© 
10D gH on DI Ee 2S 


to mn dais 
en oe See ee 


, 022. § 
39, 706. 
, 584. 6 
eames ten MTR 46, 36 , 837. 4 | 

ae 42, 773 , 043. 
es me 41, 310.6 2, 185.3 
| 


5 5 a 
DO OS RD DO OND WI OOOWs Om 


Cea Oe 


9 


an? 


MOS PAH DWE ON OUD 


| 





1 Total budget receipts, general and special accounts, on the basis of the daily Treasury statement: figures 
are before deduction of appropriation to old-age and survivors insurance trust fund and refunds of receipts 

Source: These figures are as published in the respective President’s budget messages—excluding proposed 
legislation—and in the daily Treasury statement of June 30 of the indicated years. 


Note.—Estimates are not adjusted to take account of the changes in legislation which affect receipts 
subsequent to the time of making the estimates. 
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PERSONAL INCOME, NATIONAL INCOME, AND GROSS NATIONAL PRODUCT, 
1929-50 


Personal income, national income, and gross national product, 1929-50 


[In billions of dollars] 





| | | 
| 

»ersonal | National 
| income ! | income ? 


| 
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Gross 
national 
product 3 


ake 

| Personal | National 
| income! | income ? 
| 


| 
Gross 
national | 
product | 





First quar- 
(ated 
Second 
quarter 5_| 
Third 
quarter 5_ 
Fourth 
quar- 
ter 45__. 








158 
171 
171 
184 
201 
210 2 
211 219 




















! Personal income: Sum of all income flowing to individuals (including unincorporated business), both 
from production and from payments such as Government pensions and social-insurance benefits. 

? National income: Net income of individuals and corporations from production, after depreciation 
allowances but before income taxes. 

3 Gross national product: Market value of all production of goods and services in the country. 

4 Estimated by Council of Economic Advisers, 

§ Seasonally adjusted annual rates. 


Source: Department of Commerce, except as noted. 


Fripay, Fesrvuary 16, 1951. 
BUREAU OF ENGRAVING AND PRINTING 


WITNESSES 
. W. HALL, DIRECTOR 


. J. HOLTZCLAW, ASSOCIATE DIRECTOR 

. E. DEERY, CHIEF, OFFICE OF BUDGET AND ACCOUNTS 

. L. CAKE, ASSOCIATE COMMISSIONER OF ACCOUNTS 

. J. WILSON, SPECIAL ASSISTANT TO THE CHIEF ACCOUNTANT 


Mr. Gary. The committee will come to order. We will take up 
this morning the budget estimates for the Bureau of Engraving 
and Printing. Mr. Hall, do you have a general statement? 

Mr. Hauu. I have, Mr. Chairman. May I read it for the record? 

Mr. Gary. We will be very glad to hear from you. 


GENERAL STATEMENT 


Mr. Hauy. Mr. Chairman, the Bureau of Engraving and Printing 
is a manufacturing establishment which designs, engraves, and prints 
currency, securities, postage and revenue stamps, checks, military 
commissions and. certificates, and other classes of engraved work for 
the various Government agencies, the Board of Governors of the 
Federal Reserve System, and insular possessions of the United States. 
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Operating funds for these functions are currently obtained from the 
— ing sources: 

Annual appropriations by Congress for the production of United 
Staten currency for issuance by the Treasurer of the United States: 
revenue and customs stamps for the Bureaus of Internal Revenue 
and Customs, respectively; and miscellaneous checks, commissions, 
certificates, et cetera, for the Government agencies as a whole. 

2. Reimbursement from the Bureau of Publie Debt for the printing 
of savings bonds and other securities, as well as from other depart- 
ments, agencies, and corporations for the printing of postage stamps 
and special requirements on order. 

Reimbursements from the Board of Governors of the Federal 
Reserve System and insular possessions of the United States for the 
printing of currency and securities. 

The inherent difficulties of administrative management and main- 
taining accountability economically under the present system are 
obvious. While relatively satisfactory results have been accom- 
plished, the desire for a better method of financing has been the source 
of considerable study during the past several years. More recent 
emphasis on Management improvement and related accounting and 
budgetary procedure in the Federal Government culminated in a 
joint survey of the Bureau by representatives of the General Account- 
ing Office, the Bureau of the Budget, and the Treasury Department. 
As a result of the extensive detailed study of the operations, the survey 
committee concluded the administration of the Bureau would be 
enhanced greatly if all services were performed on a completely reim- 
bursable basis. 

After due consideration of the recommendations of the Survey 
Committee, the Department sponsored proposed legislation request- 
ing the authorization for the establishment of a working capital fund 
which would remain available without regard for fiscal-year limitation 
for the operation of the Bureau. The proposed bill was passed by 
the Congress and approved on August 4, 1950, as Public Law 656. 

The provisions of the act are summarized briefly as follows: 

There is established, as of July 1, 1951, a working capital fund 
which will consist of (a) the initial appropriation requested in the 
justification before your committee, (6) current accounts receivable 
representing amounts due from other agencies for work delivered in 
the prior year, (c) inventories on hand of raw materials, work in 
process, and finished goods, and (d) plant machinery and equipment, 
motor vehicles, and other physical assets, exclusive of land and 
buildings. The liabilities will consist principally of accounts payable 
for material and personal services obligated for in the previous year. 

2. The Bureau will be reimbursed for all work or services performed. 

3. A completely revised accounting system generally applicable to 
manufacturing operations has been developed in collaboration with 
the General Accounting Office and the Bureau of Accounts of the 
Treasury Department, and installation was begun July 1, 1950. 

4. The General Accounting Office is required under section 6 of the 
act to audit the financial transactions, accounts, and reports of the 
fund and submit an annual report to the President, the Congress, 
and the Secretary of the Treasury. 

A business-type budget will be prepared and submitted each 
vear. 
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The benefits resulting from the revised methods accrue to the 
Congress and the Bureau of the Budget, as well as to the Bureau 
of Engraving and Printing. The Congress will have a clear and 
complete picture of the financial condition and operations of the 
Bureau, including the full cost and expenses of all work produced. 
Also, management will be aided by having a financial program on a 
less complicated and more understandable basis for the most intelli- 
gent planning and execution of the program. 

The production program contemplated for the fiscal year 1952 will 
amount to approximately $31,000,000, which will necessitate an 
average monthly expenditure of about $2,600,000 to meet payrolls 
and to pay for materials and supplies purchased. An appropriation 
of $3,800,000 is requested to cover these expenditures during the period 
which will elapse from the time work is commenced until the date 
funds are recovered through reimbursement for such work. Generally, 
the cost of work delivered in 1 month will not be recovered until the 
middle of the following month; however, it is proposed to bill and 
collect for United States currency semimonthly in order to keep 
working-capital requirements at a minimum. ‘The _ justifications 
contain a more detailed statement showing the cumulated cash 
requirements which form the basis of the request for $3,800,000 for 
the working-capital fund. 

However, in closing, it should be pointed out that the request of 
$3,800,000 is predicated upon a production volume approximating 
$31,000,000 annually. In the event of a material increase in production 
volume, it may be necessary to request that the fund be increased; 
likewise, major replacements of existing equipment with modern 
mechanical devices essential to the economic operation of the Bureau 
would also create a need for additional working capital. 


WorkineG CapiTaL 


Mr. Gary. Mr. Hall, as I understand this proposal, the committee 
is requested at the present time to advance you working capital in the 
amount of $3,800,000. The assumption is that this capital will en- 
able you to conduct your business on a reimbursable basis, and that 
it will not be necessary for you to ask this committee for additional 
funds. 

Mr. Hau. Unless it is necessary to increase our capital equipment. 
There is no provision in this figure for capital expenditures. 

Mr. Gary. This fund will be reimbursed by appropriations made 
to other departments of the Government? 

Mr. Haru. That is correct, sir. 


CONTROL OF EXPENDITURES 


Mr. Gary. Who is going to control your expenditures? 

Mr. Hau. We will solicit from the various agencies for which we 
perform service the amount of work they will require us to perform. 
We will then take the aggregate amount and compute the unit cost for 
each item listed in the requests coming from the various agencies. 
The agencies will then be furnished the unit cost as a basis for their 
estimates for appropriations. Our production costs will be thoroughly 
checked from time to time by representatives of the General Account- 
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ing Office who have established an office in the Bureau and who wil! 
be currently working behind our accountants from day to day checking 
to see that the accounts are accurate. 

Mr. Gary. Yes; but who is going to be checking to see that you 
do not employ more men than you need, or that you do not pay them 
more than is necessary, and check on the general operating expenses? 

Mr. Hau. Wages are adjusted according to policy established by 
the Department and under control of the Treasury Wage Board. 

Mr. Gary. But the number of employees is not. 

Mr. Hau. Well, the number of employees will be contingent upon 
the quantity of work we are required to perform, just as we are doing 
now. 

EXPENDITURES FOR PERSONNEL 


Mr. Gary. But this committee has had some say on the amount 
that you spend for those employees. 

Mr. Haut. I think you will continue to have, Mr. Chairman, be- 
cause the appropriations now being made to the various agencies will 
determine the number of employees that will be required to perform 
work. In other words, we will prepare green sheets in the future as 
we have in the past showing how many employees will be required to 
perform the work for the agencies that are requesting the work to 
be done. I have them here at the present time. We will have more 
data with respect to the basis of our costs under the new system than 
we had under the old, and it will be available to the committee at 
any time. 

Mr. Jonnson. Mr. Chairman, might I add to Mr. Hall’s statement 
the fact that it is our intention to, and it is also required under the 
law that we submit a business-type budget to this committee each 
year. In that submission there will be included the usual types of 
business statements and an explanation of any changes in unit cost 
that may be necessary. It is our feeling that this committee wil! 
have an opportunity each year to review the operating costs and the 
operating efficiency of the Bureau to determine whether they feel 
that the costs are unreasonable or not. 


OPERATING EXPENSES OF THE BUREAU 


Mr. Gary. Apparently we do not have any say over the amount of 
operating expenses for the Bureau. 

Mr. Jounson. The control over operating expenses of the Bureau 
will, in part, be through appropriations that the committee will 
recommend for the bureaus to be serviced by the Bureau of Engraving 
and Printing. 

Mr. Gary. Yes; but this committee passes on the expenditures of 
the RFC and the Export-Import Bank. Now, those organizations 
are self-supporting. We do not appropriate a dollar for either of thos: 
organizations, but we do say what they shall spend. They submit 
their estimated expenditures to us and our committee limits the 
amounts that they can spend for operating expenses. Congress 
created the corporagions and gave them capital funds. They pay 
their expenses out of earnings, but this committee passes upon how 
much they shall spend. It looks to me as though we are sacrificing 
that right with respect to your Bureau under this plan. I do not se: 
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where anybody is going to pass on the amount that the Bureau of 
Engraving and Printing can spend. 

Mr. Hau. Mr. Chairman, to some degree that is true under the 
present method. For example, postage stamps were printed on a 
reimbursable basis out of the appropriation made to the Post Office 
Department. The Federal Reserve currency, which is also a large 
item, was paid for by the 12 Federal Reserve banks, and as to the 
personnel required to perform that work, while appearing in our green 
sheets, we always showed the net amount for the direct appropriation 
work. We are now showing all of the Bureau’s work on a reimburs- 
able basis in the same manner as we did the Federal Reserve and the 
Post Office Department. 

OPERATIONS 


Mr. Gary. Yes; I understand that is the situation, but it looks to 
me like it takes the Bureau of Engraving and Printing out from under 
any controls at all as to operations. 

Mr. Hau. My opinion is that it would be under more control, 
considerably more control. 

Mr. Gary. Control by whom? 

Mr. Hatu. For example the General Accounting Office will submit 
to the Congress each year a complete and detailed report on the operat- 
ing costs of the Bureau which, in my opinion, will present a clearer pic- 
ture than was ever made available in the past. 


NO JUSTIFICATION FOR EMPLOYEES TO BE EMPLOYED 


Mr. Gary. You do not have in your justifications this year, for 
example, any justification whatever for the number of employees you 
propose to employ next year. 

Mr. Haut. Not in the justification, but we have in our green sheets, 
which we brought along, figures showing how many we will require. 
We have prepared the same data that we presented heretofore, and 
we will continue to do so. 

Mr. Gary. Let us see the green sheets? 

Mr. Fernanpwz. Our experience has been that when the Post 
Office Department, for example, comes in and asks for an appropria- 
tion to reimburse you, all they do is show what you charge them and 
say, “There is nothing we can do about it, this is what they charged 
us.” There is nothing our committee can do about it. Now, this is 
going to extend the same thing to every agency for which you do work. 

Mr. Hau. Well, it will make agencies that are requesting work of 
the Bureau more conscious of costs than they have been heretofore. 
For example, the Bureau of Internal Revenue never had included in 
its estimates any figures for the cost of printing stamps. The ap- 
propriation for printing the stamps was made direct to the Bureau of 
Engraving and Printing. From now on the Bureau of Internal 
tevenue as well as our Bureau will be interested in the cost of pro- 
duction. 

Mr. Fernanpez. As between you and them, they will be interested 
in it, but when they come to this committee they will simply say, ‘“This 
is the amount they are going to charge us.”’ 

Mr. Hauy. Heretofore, we came before you and asked for money to 
print a certain number of sheets of revenue stamps. We were advised 





that they required a certain quantity of sheets of revenue stamps. 
We could justify the cost but not the quantity of stamps. 
Mr. Fernanpez. But this committee, looking at your operations, 
what you do, and how many employees you have, and all of that sort 
of thing, will not have the opportunity of discussing with you. 
Mr. Hau. We never know whether it was too many or too little, 
so far as the number of sheets was concerned. 


COMPARATIVE STATEMENT OF DELIVERIES, UNIT COST RATES, AND COSTS 


BY 


ACTIVITIES 


Mr. Gary. At this point we will insert in the record the tables 


appearing on pages 224,225, 


(The matter referred to is as follows:) 


and 226 of the budget estimates. 


Statement showing comparison of all deliveries in 1950, 1951, and 1952 





Class of work by activity 


1950 actual 


| 195l estimate | 





Printing of currency: 
United States 
Federal reserve 
Other les 
Printing of stamps: 
Internal revenue: 
Plate printed: 
Flatbed: 
Bottle strip 
Oleomargarine 
Snuff_. : 
Tobacco _. 
Miscellaneous 
Rotary: Playing cards__ 
Offset printed 
Bottle strip-_- 
Cigarettes 
Cigars _ - ’ 
Fermented malt liquor 
Tobacco ‘ 
Miscellaneous. _ .._- 


Total. __. wt 
United States postage 
Other Q 


Printing of paper checks, commissions, certificates, ete 
recKs _ _ 


Commissions, certificates, etc.: 
Plate printed _____ 
Offset printed 

Certificates of naturalization __- 


Total , , 
Printing of bills, bonds, debentures, notes, etc 
Purchase of card checks ___. , 





Pieces 


364, 781, 761 | 


Pieces j 
1, 560, 000, 000 | 


~ 96, 696, 000° 
80, 000, 000 | 


1, 435, 000, 000 


| 20, 000, 000, 000 | 


206, 000, 000 

61, 000, 000 
1, 486, 800, 000 | 

481, 502, 200 | 





21, 217, 152, 390 
20, 883, 126, 204 
289, 270, 900 


23, 943, 800. 800 
20, 223, 288, 090 
336, 835, 090 


1952 estimate 


Pieces 
1, 500, 000, 000 


94, 500, 000 
“2, 302, 400 


96, 696, 000 
80, 000, 000 


1, 435, 000, 000 
20, 000, 000, 000 
205, 000, 000 
61, 000, 000 

1, 486, 800, 000 
481, 502, 200 
23, 943, BON, FO 
20, 196, TSS, 00( 
235. A220 wn 








48, 183. 265 | 


236, 159 
9. 140, 506 
179, 000 


60, 432, 650 | 


240, 000 


61, 556, 650 
211, 825 


5, 715, 9 
230, 000 





57, 738, 930 
79, 312. 519 
240. 049, 993 


76, 938, 569 
86, 939, 550 
213. GOR. 385 








“44, 417, 314, 936 


46, 909, 800, 104 
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—_ Statement showing net change in unit cost rates for each class of work for 1951 and 
1ps. 1952 as compared to actual 1950 rates 





oe Unit cost rates Increase (+) or decrease (—) 
sor 
Class of work by activity } ¥ a 
1951 over | 1952 over | 1952 over 
ttle ”_ | _ 1950 1950 1951 
} 











Printing of currency: | 
United States $10. 75659 |$10. 87000 ($10. 68431 |+$0. 11341 | —$0. 07228 
OSTS Federal reserve 11. 18906 | 12.00290 | 11. 94676 | 81 +. 75770 
. 17. 16239 | 
Printing of stamps: 
Internal revenue: 
Plate printed: 
bles Flatbed: 
Bottle strip | 1.31979 
Oleomargarine . 89543 
Snuff oa . 77579 
. 13723 
Miscellaneous... .._._.. . 75926 | 1.83105 | 
Rotary: Playing cards . 32677 33933 | 
Offset printed: | 
a Bottle strip . 25050 | .27133 | .26 | +.01183 
05517 . 05029 .04955 | —. 00488 
mate Cigars --| .21470 | 22420 | =. 219 +. 00950 
z 84316 | =. 88295 . 86 | +. 03979 | 
x .25707 | 26901 |. | +.01194 | 
z Gardienscas Fh ET . 30953 | =. 32183 . 315 +. 01230 
100, 00) | 
100, 000 . 10581 . 09976 . 09801 —. 00605 
ae United States postage .14055 | =. 13997 | =. 13993 | —. 00058 
Other a | . 67483 . 87121 1.11487 | +. 19638 
Printing of paper ‘checks, ‘commissions, | 
certificates, etc.: 
Checks (paper) 6.16594 | 6.39153 | 6.24954 | +.22559 | +. 08360 
100), 000 Commissions, certificates. etc.: | | 
a Plate printed 68. 67407 | 70. 98825 | 67. 85790 | +2. 31418 —, 81617 
102, 400 Offset printed __- 19. 64191 | 25.49976 | 24. 86622 | +5. 85785 | +5. 22431 
= izati | 35. 20670 | 36.39167 | 35. 647 +1. 18497 | +.44112 
196, 000 | 


00, 000 Ave | 9.10252 | 10.93649 | 10. 55307 | +1. 83397 | +1. 45055 




















+1 











00, 000 notes, etc | 25. 85988 | 28. 29565 | 30.0204 | +2.43577 | +4. 16106 
00, 000 Purchase of card ehecks . 30 2300 | 2300 | 

00, OO | 

00, 000 
100, 000 
02, 200 








mH, 600 


79961—51——_17 
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Statement showing costs by activities for fiscal years 1950, 1951, and 1952 





1950 actual | 1951 estimate | 1952 estimate 





Printing of currency: 
United States $16, 957, 198 $16, 026, 469 
Federal reserve 5, 617, 359 4, 730, 917 
PEE Ain awit etal bonesedtomasmvabecennnmpasuinih ened aa 

Printing of stamps: 

ternal revenue: 
Plate printed: 
Flatbed: 





Bottle strip 
Oleomargarine- 
Snuff 





Miscellaneous 

Rotary: Playing cards.............--- eC RS Se 
Offset printed: 

Bottle strip 

Cigarettes 

Cigars 

Permentell malt liquor 

To 

Miscellaneous 





Total Bee 62, 1 UES a ELAS 2, 244,970 | 
eleed See Se ERS Os Se 2, 935, 143 | 


196, 209 | 





Printing of paper checks, commissions, certificates, etc.: 
Checks TTA ened ai 


Commissions, certificates, ete.— 
Plate printed ___- : 
Offset printed 
Certificates of naturalization 
Miscellaneous services and materials. 


Total 
Printing of bills, bonds, debentures, notes, ete_-_________- 2, 460, 
Purchase of card checks : 492, 197 
Operation and maintenance of incinerator and — utilized 
by other agencies recovered directly 5 324, 500 














26,780,177 | 32,205, 445 
i 





COMPARATIVE STATEMENT OF PERSONAL SERVICES 


Mr. Gary. I would like to have inserted in the record a summary 
table by grades of all employees, a comparative table showing 1950, 
1951, and 1952. 

Mr. Hauu. T hey are all there, Mr. Chairman. 

Mr. Gary. We would like t6 have a comparative table. We do 
not want to print all of these in the record. We would like to have 
prepared a comparative table for each of those 3 years, and I do not 
think you would have to carry it out in the detail that you have here. 
We would like to have on there the salary by grade. ‘Just present a 
comparative table by grades. 

Mr. Haru. That will be available every year. 

Mr. Gary. We would like to have that for 1950, 1951, and 1952, 
and you can insert that in the record when the record comes down to 
you. 

" (The matter referred to is as follows:) 
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Statement showing number of man-years and cost of personal services for fiscal years 
1950, 1951, and 1952 





1950 | 1951 1952 





Number Amount Number | Amount Number Amount 





DEPARTMENTAL | 
General schedule: 

Grade 17 

7,039 Grade 16__-__- 
Grade 15 

4, 165 i in ssn ne 
Grade 13__.__-- 

3, 002 Grade 12 

6, 582 Grade 11 
SERS mela 

1, 969 Tl tn ws does 
Grade 8 
Grade 7 


= 
coo 


| 








Deir Own td 


NESS, 


— 
PPS oor 


] 


wNworse.onN 
ty 
o 


Ss 





NOnnnwawooceco 


Regs 


313, 634 | 


4, 457 | 








0 
0 | 
“0 
0 
0 
9 
0 
53. 8 
3 
5.2 | 
3.4 | 
7 


' 

55, 515 | 

63, 462 | 

55, 960 | 

405, 150 | 
4, 575,061 | 
1, 647, 183 | 

-6 | 4,545, 246 | 424, 
232, 120 | .6 | 1,019, 409 1, 002, 262 


im HOO CIOS 


No oy el and leadmen and 
leadwomen..-_._._...._-| 
Unclassified: 
Plate printers __.- 94.3 | 3,138,003 | 97.3 | 3,154,373 464.9 | 2,949, 478 
All ot . 2 2, 766, 937 .6 | 2,827, 581 543.6 2, 850, 141 
Net Permanent, departmen- | 
ta 


~I 


40, 782 | 83.2} 235, 570 | 83.0 | 235, 582 





Sid Se ‘ . 19, 264, 235 6,311.0 | 21,339, 605 6, 178.0 20, 907, 356 
Regular pay in excess of 52- | 


week base_.__- sel 79, 517 
Payment above basic rates: | | 
Overtime and _ holiday | | | | | 
pay... - 127, 831 2, 408, 900 
Night-work differential...|..._________| 2 a 537, 500 |- 
Accrued leave v | ‘ | 





All personal services, 
departmental _- = pape yl Lee 24, 286, 005 
FIELD | 


General schedule: 
Grade 2 .0 | 2, 450 1. 2, 530 | 
Grade 1 3 | 22, 606 e 21, 420 
ae protective and custo- } 





Grade 5 3.7 11,801 | 7 12, 023 | 
Grade 4 | .0 | 30, 377 6 31, 207 
Net permanent field 67, 180 
Regular pay in excess of 52- 
week base.....__. | 7 } } 257 
Payment above basic rates: | 
Night-work differential ___| 316 | | , 385 | sinice 2,373 
Accrued leave ..........- ae ¢ } RES RS EM 
4a , eroenal al services, | 
fee Vehecud 7 ; Bai Stine i ane 950 











01 Personal services. _.....! M 54 b, 335, 355, 570 | 5, | 2.0. ~ 23, 268, 552 552 


i 











258 


ESTIMATED REIMBURSEMENTS, 1952 


Mr. Gary. And also at this point we will insert the table showing 
the estimated reimbursements to the Bureau of Engraving and 
Printing fund for the fiscal year 1952. 

(The matter referred to is as follows:) 


Estimated reimbursements to Bureau of Engraving and Printing Fund for fiscal 
year 1952 


Treasury Department: 
Office of Treasurer of United States $15, 861, 265 
Bureau of Internal Revenue 2, 358, 200 
Bureau of Accounts, Division of Disbursement 454, 000 
Bureau of Customs 91, 600 


1 3, 308, 410 

22, 073, 475 

Department of Agriculture 31, 841 
Department of Commerce 5, 196 
Department of the Air Force 155, 625 
Department of the Army 310, 230 
Department of the Navy 196, 902 
District of Columbia ‘ 22, 876 
Federal Reserve System 4, 732, 021 
Federal Security Agency 3, 174 
General Services Administration 4, 216 
Housing and Home Finance Agency 13, 176 
Department of the Interior 10, 541 
Department of Justice 16, 041 
Post Office Department 3, 084, 761 
Department of State 67, 469 
Other agencies 308, 941 


31, 036, 485 
3 Includes $592,600 formerly appropriated for under Bureau of Engraving and Printing appropriations. 
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, 265 
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tions, 


259 


STATEMENT OF OPERATING COSTS 


Mr. Gary. We will also insert at this point in the record page 232 
of the justifications. 
(The matter referred to is as follows:) 


ScHEDULE B-1.—Statement of operating costs, fiscal years ending June 30, 1951 
and 1952 





1951 estimate | 1952 estimate 





Direct labor $20, 259, 483 $19, 164, 952 


Direct materials used 5, 786, 235 5, 235, 652 


Indirect cost: 
Salaries and indirect labor. 4, 235, 700 4, 103, 600 
 ehidandinccknbonghie 1, 500 
Telephone and telegraph. -. 
Electric current purchased. 
Guard service 
Services performed by other Government agencies 
Other contractual services | 
a Se SR EERE TS SEES ae ie a a NE CAS ere a ; } 1, 154, 057 
Office supplies and printin 20, 000 
Freight, express, and parcel post = 100, 000 
| ES eae CS TIS” a . 
Minor plant machinery and equipment 
Minor furniture and fixtures 
Depreciation, plant machinery and equipment 
Depreciation, motor vehicles 
Depreciation, office machines. 
Depreciation, furniture and fixtures 
Repair parts and supplies, buildings 
Repair parts and supplies, plant machinery and equipment 
Repair parts and supplies, motor vehicles 
Repair parts and supplies, furniture and fixtures 








20, 000 








3 


@ 
Cnr bh 


APP Ps 
S2525 
- ee > 


See 
E 





I cee atta rok s sg cu snsibbeeaicanomabadecersnonue ---| 
Charges to operations for fiscal year 82, 847, 623 | 31, 036, 485 
Add: Work in process inventory July 1 2, 219, 384 2, 652, 384 











35, 067, 007 33, 688, 869 
Less: Work in process inventory June 30 2, 652, 384 | 2, 652, 384 





Total operating cost for fiscal year 32, 414, 623 | 31, 036, 485 








Cost applicable to— 
Engraving and printing production 31, 597, 926 | 30, 204, 771 
Operation and maintenance of incinerator and space utilized by other 

agencies recovered directly 324, 500 | 324, 500 
Purchase of card checks ‘ 492, 197 507, 214 











Total (as above) ? 32, 414,623 | 31, 036, 485 





DEPRECIATION 


Mr. Gary. Now, as I understand it, Mr. Hall, you are not charging 
to these various agencies sufficient depreciation to build up your 
reserves to the point of taking care of the replacement of equipment? 

Mr. Haut. I am afraid that is going to be a little low. In setting 
up the capitalization fund the equipment was set at a net figure of 
$2,831,000. I imagine the replacement value at the present time is 
in the neighborhood of $15,000,000, so the depreciation on the capital- 
ized figure will return, approximately, $200,000 a year which may take 
care of normal replacements, but if we are required to expand our 
facilities it would not be adequate. 

Mr. Gary. Suppose one of your big machines breaks down and 
you have to replace it, what would happen? 
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Mr. Hatu. We would be limited to a little over $200,000 during the 
first year. If we do not spend the $200,000, but only spend $150,000 
we would carry over that $50,000, and the next year we would have 
$250,000 to spend. If we do not spend it all in one year we will 
accumulate something in the reserve to take care of substantial replace- 
ments, but the expansion of facilities by any large amount would 
require a direct appropriation for that purpose. 


REPAIRS 


Mr. Gary. Do you have an item for repairs in addition to your item 
for depreciation? 

Mr. Hau. That goes into the unit cost of production. 

Mr. Gary. You carry your repairs in the unit cost? 

Mr. Hau Yes, sir; as part of the cost of production. 

Mr. Gary. Whatever you save out of your depreciation account 
you set up as a reserve and accumulate it for the replacement of 
your plant equipment? 

Mr. Hatz. That is right, sir. 

Mr. Gary. But you do not have enough depreciation charged to 
offset unusual purchases? 

Mr. Hau. As an example, if there were to be developed a modern 
printing press that would increase the production considerably and 
which would make obsolete other presses it might mean an expendi- 
ture of $1,000,000 or more, and our reserve would not be adequate to 
take care of a proposition of that kind. 

Mr. Gary. What are you going to do with your depreciation 
account? 

Mr. Hau. That will be deposited in the Treasury to our credit 
and held there until we draw on it. The act also provides that any 
profit we make in the course of the year is turned into miscellaneous 
receipts. 


Work PerrorMeD FoR ForeIGN GOVERNMENTS 


Mr. Gary. Do you charge foreign governments the same that you 
do our own Government? 

Mr. Hai. We are not doing any business for foreign governments 
at the present time. We did print currency for Cuba, and that was 
done on the basis of straight production cost with no depreciation 
included. We have no plans to do any work for foreign governments. 

Mr. Gary. In other words, you printed currency for Cuba at less 
than cost? 

Mr. Hay. No; at actual cost, but with no depreciation included. 

Mr. Gary. And if you add depreciation for the work performed for 
the other bureaus, you actually did the work for Cuba for less than 
they paid. 

Mr. Hauti. No; we never included depreciation in any of our cost 
heretofore. We had no authority to include it. We were required 
to charge the actual cost of production without depreciation. 

Mr. Gary. Well, now you are going to charge depreciation? 

Mr. Hau. Yes; starting July 1 we will include depreciation as an 
item of cost. 
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Mr. Gary. So, the answer is that you did work for the Cuban 
Government at the same price that you did it for other bureaus? 

Mr. Hau. For the Federal Reserve and the Treasury. 

Mr. Gary. You are not doing any of that foreign work at all now? 

Mr. Hauu. No, sir. When the Philippines gained their inde- 
pendence we discontinued printing its currency and stamps. That 
work is now performed by privately owned printing companies. 


Report on House Civit Service SUBCOMMITTEE ON OVERSTAFFING 


Mr. Gary. What did the Subcommittee on Overstaffing in the 
Executive Departments and Agencies of the Civil Service and Post 
Office Committee say as to your Bureau? 

Mr. Hautu. They made the statement that the internal-security 
accounting in the Bureau of Engraving and Printing was too compre- 
hensive. They said the system in the Bureau of Engraving and Print- 
ing is especially cumbersome and involves many unnecessary inter- 
mediate steps. 

| have our answer here, which is rather lengthy. I shall be glad to 
insert it in the record. 

Mr. Gary. You prepared an answer to that which was attached to 
a letter submitted to the chairman of this committee; is that right? 

Mr. Hat. Yes, sir. 

Mr. Gary. We will insert your answer in the record at this point. 

(The matter referred to is as follows:) 


BuREAU OF ENGRAVING AND PRINTING 


From the committee’s report, page 68: 

“Internal security accounting in the Bureau of Engraving and Printing * * * 
is too comprehensive. The system in the Bureau of Engraving and Printing is 
especially cumbersome and involves many unnecessary intermediate steps.”’ 

Security-control accounting in a publicly owned security printing plant must of 
necessity be comprehensive. It might appear to be cumbersome and involve too 
many unnecessary intermediate steps. Security-accounting controls are designed 
and modified as the needs arise adequately to protect the public, the Government, 
as well as the officials and employees through whose hands pass billions of units 
of monetary value during the course of a year. 

Only through being actively associated with the manufacture of securities can 
the need for a foolproof, detailed, and comprehensive control-accounting system 
be appreciated. 

When it is recognized that employees of the Bureau are held accountable for 
the face value of securities in their custody, even if only partially completed, every 
device known to the accounting profession, which will afford fullest protection 
to the employee, must be incorporated in the system. Without such a compre- 
hensive control, suspicion of irregularity could easily unjustly ruin the career of 
an employee. 

It should be noted that the control system in the Bureau reaches beyond 
the confines of the Bureau in that it provides records which release the Bureau 
from responsibility for custody of completed securities and, in the same accounting 
operation, makes a substantial record available to the receiving agency. 

The present control accounting has been in operation for 27 years. It has been 
reviewed and examined by many expert accountants and none have been able to 
offer any suggestions which would either improve or simplify its basic principle. 

From the committee’s report, page 78: 

* * * “A perfunctory inspection of this activity gives the impression of 
unsatisfactory employee utilization but further inquiry points to another obscure 
cause of overstaffing. In this instance the inefficient and wasteful methods em- 
ployed stem largely from the physical layout of the plant in which the operations 
take place. * * * This has led to the continuance of poor morale and too 
many employees.” 
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At least 95 percent of the production workers of the Bureau of Engraving and 
Printing work on a piece-rate or on a task basis. The amount of work performed 
by these workers has been established over a period of many years and is predicated 
on a fair day’s work. The basis upon which this day’s work has been established 
is well recognized in industry where unions play a predominant role in determining 
manpower output. Experience has shown that any effort on the part of Bureau 
management to prescribe work output in excess of that currently being performed 
would result in vigorous action on the part of the unions to resist any increase. 
Since organized workers in the Federal Government are denied the right to strike, 
the right to petition is exercised in its stead. There are 26 unions in this Bureay 
which avail themselves of this right. 

The Congress has usually been sympathetic toward the petitions of organized 
labor in the Federal Government, and for many years it limited the type and 
number of printing presses that could be employed in the production of eurrency 
in the Bureau. The Congress has also legislated the type of printing process that 
must be employed in the production of United States securities. Even so, the 
amount of work performed by a vast segment of the Bureau’s employees is 
measurable and compares well with work performed in private industry and with 
other agencies of the Federal Government. Due, of necessity, to the complex 
requirements for printing and processing United States securities, all necessary 
precautions must be employed to insure against irregularities in the handling of 
securities which has the result of reducing the productive output of the employees 
while security measures are being carried out. Specifically, all stock in process 
must be counted before being returned to the vaults at the close of the work 
period, and during each movement of the stock in between processing operations. 
It is obvious, therefore, that during each counting operation preparatory to 
printing and processing, nonproductive time on the printing and processing 
equipment results. Each sheet or fragment of a sheet has to be specifically 
accounted for whether it be a l-cent postage stamp or a thousand-dollar bill. 
The loss of a sheet or a fragment of a sheet must be paid for by the employees as 
there is no facility whereby such losses can be paid for out of Government funds. 
Understandably, therefore, employees must be given adequate time to insure 
proper accountability of securities during each step of the many operations. 

The reference to ‘“This has led to continuance of poor morale and too many 
employees”’ (p. 78) seems to be contrary to the facts. 

comprehensive investigation conducted by the Treasury Department dis- 
closed that the employee morale of the Bureau was excellent. So far as is known, 
nothing has occurred in the interim to change this situation. 

On June 17, 1950, representatives of the Williams subcommittee on over- 
staffing in the Federal Government visited the Bureau and were conducted on a 
tour which extended over more than 20 acres of floor space. They spent slightly 
over 4 hours visiting the production divisions of the Bureau and it is of interest 
to note that in such a short space of time they could conclude that there were 
“inefficient and wasteful methods employed,” “unsatisfactory employee utiliza- 
tion,” ‘‘unsuitability of plant site and physical lay-out,’”’ “Spoor morale,’’ ‘‘too 
many employees.”’ There are approximately 6,200 employees in the Bureau, 
among which are 32 skilled crafts represented by 26 labor unions. Many of the 
Bureau operations are highly technical and little understood by other than those 
who are directly associated with these operations. It would certainly seem, 
therefore, that before all the unfavorable conclusions quoted above could be 
reached a great deal more time than 4 hours would have to be spent in viewing 
the Bureau’s operations and then only by individuals skilled in the graphic arts. 

In an attempt to improve the standard of quality of United States currency, 
reduce production costs, improve working conditions, and eliminate hazardous 
operations, a staff of qualified engineers is employed to conduct recurring studies 
of the Bureau’s operations. These studies include machinery lay-outs and changes 
in processing operations. From time to time, as improved processes are developed 
and new equipment is obtained, increased production requirements become neces- 
sary, and changes in the plant lay-out are made. Flow of work is constantly being 
studied with the view in mind of providing for maximum efficiency in the Bureau's 
operations. Great progress has been made in the Bureau within the past 30 years. 
This is evidenced by the fact that the employees of the Bureau are producing 126 
percent more work today than was produced by a comparable number of emplovees 
30 years ago. This has resulted in an accumulated savings of more than $100,- 
000,000. These savings are the direct result of more efficient utilization of man- 

wer. The Bureau, it is believed, is unique in that it is the only agency in the 

‘ederal Government where employees are sent home when there is neither suffi- 
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cient work for them to perform nor companion workers present to perform certain 
operations. 

Serious limitations are placed upon the extent to which changes in the pro- 
cessing operations can be made or in the physical lay-out of the equipment because 
of the necessity for maintaining security control over each step of all operations. 
This results in the isolation of each operation in producing United States securi- 
ties and, of necessity, results in the need for transporting work from one opera- 
tion to another and, under certain circumstances, retracing these operations to 
provide for another step in processing. It is agreed that, were it not for the need 
for isolating these operations, greater utilization of floor space and manpower 
could be made. Experience has shown, however, that there cannot be any com- 
promise in maintaining suitable and adequate accountability over every operation; 
otherwise, serious charges of negligence and misconduct of the affairs of the 
Bureau would inevitably result, as has occurred in the past. 

From the committee’s report, page 70: 

“Cost accounts are rarely maintained. If so, they are incomplete, unrealistic 
or not on an accrual basis.” 

There has always been a cost-accounting system in the Bureau, made necessary 
by reason of the fact that the Bureau makes an annual accounting to the Con- 
gress of the United States as to how appropriated funds have been expended and 
how new appropriations are to be administered. Approximately 40 percent of 
all work performed is reimbursable, and accurate costs must be developed in 
order that the agencies for whom the Bureau performs work on a reimbursable 
basis will not be required to carry a disproportionate share of the cost of operating. 

Over a period of many years estimates have been submitted to the Congress, 
based upon unit cost rates developed during the prior year, making appropriate 
adjustments for wage increases, changes in material prices, increases or decreases 
in overhead costs due to a larger or smaller program, etc., for the current and 
budget years, demonstrating that a realistic cost-accounting system has been in 
operation. Since the Bureau has been on an obligation basis, it was not possible 
heretofore to include all items of cost on an ac rual basis. For example, deprecia- 
‘ion of equipment has not been included as an item of cost, and it was for this 
and other reasons that the Bureau sponsored Public Law 656, Eighty-first Con- 
gress, in order that the accounting system could be on a 100 percent accrual basis. 
The accounts of the Bureau are audited by the General Accounting Office, and 
Bureau records fail to disclose any instances of irregularly which could be attrib- 
uted to a fauity cost-accounting system, irregularities in the purchasing of mate- 
rials, or in the auditing and payment of its accounts. 

From the committee’s report, page &9: 

* * * “The Bureau (Bureau of the Publie Debt) also prescribes a system 
of security accounting for distinetive paper used in the Bureau of Engraving and 
Printing. Figure 4, Security Accounting, Bureau of Engraving and Printing, 
facing this page, graphically illustrates the extent ana complexity of this system.” 

The security-control accounting system in the Bureau was designed and 
installed in 1923 by a special committee designated by Secretary Mellon, three 
members of which were not employees of the Bureau. The Bureau of the Public 
Debt did not, therefore, prescribe the system as is stated in the report. Since the 
control ledgers of the Bureau system are maintained by a division of the Bureau 
of the Public Debt, slight modifieations to the forms and procedure necessary to 
keep them current with requirements may have been suggested by that Bureau. 

During World War I, the Bureau was engaged in the mass production of 
Liberty bonds. Early in 1922, President Harding was informed by someone 
outside of the Treasury that the administrative staff in the Bureau had engaged 
in duplicating Liberty bonds and thereby had stolen millions of dollars from the 
Government. What was then considered a control system in the Bureau was so 
inadequate that the Director in office at that time was unable, with the meager 
records at hand, to disprove the charge. As a result, the President issued an 
Executive order on April 1, 1922, dismissing 28 operating heads of the Bureau. 
Two separate committees were assigned to investigate the charges and to inventory 
the entire production of the Bureau during the war period by establishing as a 
base the quantity of security paper produced at the paper mill, and following 
through every operation to the completed bonds delivered to the issuing agency. 
During the inventory the Bureau was closed. At the completion of the inven- 
tories, it was disclosed that the charges were unfounded. Two years later all of 
the offieials who had been dismissed and who were still living were offered rein- 
statement in the Bureau. During the 2-year period turmoil and confusion were 
rampant in the Bureau. The cost resulting from low efficiency was enormous. 
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Had there been a security-control accounting system comparable to the one joy 
in use, the charge of duplicating bonds could have been immediately proved to 
be false and all of the difficulties and expense saved to the Government. It was 
following this unfortunate affair that the Secretary established the special com- 
mittee for the purpose of installing an adequate, foolproof security-contro! ac- 
counting system. The present system has made it possible for the Bureau to 
operate continuously since 1923 without ceasing operations for the purpose of 
inventorving the work in process. It is safe to say, therefore, that the present 
system, which to the layman appears to be complex, has saved the taxpayers large 
sums of money, not to mention the fact that it has afforded adequate protection 
against irregularities for all concerned. 

Security printing is costly, and adequate controls over it must be very com- 
prehensive, and will continue to be for the simple reason that there can be no 
compromise with accuracy. 

The representatives of the Williams committee were offered any assistance’hy 
the staff of the Bureau which wou!d permit a factual study of Bureau operations 
Reports showing progress that had been made in the past and proposed changes 
for improvements were shown to a representative of the committee, who gave 
them only cursory inspection and seemed to have no interest in what had been 
done or what was proposed to be done to place the Bureau on a more efficient 
operating basis. In addition to the time spent by representatives of the Williams 
committee on a sightseeing tour throughout the Bureau, only 60 minutes were 
spent in conference with the Purchasing Officer, 45 minutes with the Chief 
Accountant, and only 10 minutes in the Industrial Relations Division. 

Since one of the responsibilities assigned to the committee was to ‘Suggest 
remedial action necessary to correct overstaffing in the executive departments 
and agencies, it is noted that nowhere in this preliminary report is there any 
indication of where overstaffing exists in the Bureau, nor is any suggestion made 
of ways and means for correcting the alleged overstaffing. It would be of great 
assistance to the Bureau, in eliminating the aileged overstafling, if the report had 
shown whether there are too many "wacllniete. carpenters, plumbers, steam 
fitters, plate printers, pressmen, plate printers assistants, clerical, or other such 
workers No doubt additional recommendations by the committee will show 
specifically where overstaffing does exist in the Bureau. Assurances are given 
that when this specific information is developed attempts will be made by the 


Bureau to apply remedial measures. 

Mr. Gary. Do you want to enlarge upon that and give us any 
information as to what was done, as far as your Bureau was concerned? 

Mr. Hatu. My only comment would be that the committee did not 
spend enough time in studying the Bureau. 

Mr. Gary. How long were they there? 

Mr. Hatt. I do not suppose they spent more than 7 hours, and we 
have roughly 23 acres of floor space with 6,000 employees. We were 
ee to have them come in and spend more time and go into more 

etal. 

Mr. Gary. Whom did they see when they were there? 

Mr. Haut. Mr. Holtzclaw and Mr. Deery, the purchasing agent, 
and the industrial-relations officer. 

Mr. Gary. Did they talk to you? 

Mr. Hatt. Yes, briefly. 

Mr. Gary. Did they give you any indications of anything wrong 
that they had found? 

Mr. Hau. I did not get that impression, and neither did Mr. 
Holtzclaw. When they left, Mr. Holtzclaw was the last one to talk 
to the committee representatives. 

Mr. Hourzciaw. As a matter of fact, Mr. Chairman, we were told 
that we had made a very good showing; that there was nothing i in the 
Bureau that they could find fault with, and they gave us a very fine 
commendation. 

We were rather surprised to see the report when it came out at a 
later date. 
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As Mr. Hall has said, they spent about 7 hours in the Bureau, 4 of 
which were devoted to a Cook’s tour throughout the Bureau. The 
remainder of the time they engaged in discussion with me for about 
an hour, and about an hour with Mr. Deery, 10 minutes with the indus- 
trial-relations officer, and a few minutes with the Purchasing Division. 

It is rather intriguing to find that they could come up with so many 
things wrong in such a short period of time. 

As Mr. Hall said, we welcome that group or any other group to come 
into the Bureau and spend a sufficient amount of time to really get to 
the bottom of the Bureau’s operations. 

Mr. Gary. Was this 7 hours spent all in one day? 

Mr. Haut. No, sir. 

Mr. Hourzcitaw. No; they came in first of all and had a very brief 
discussion with Mr. Hall and myself, and later when they came in Mr. 
Hall was on the sick list, and they took this 4-hour tour through the 
Bureau. On a subsequent date they came in and talked to me, and 
I believe to the other members of the staff on the same date. 


WorkinG-CapitaL Funps 1n Orger BurEAUsS 


Mr. CanFiexp. Mr. Hall, in presenting your justifications for this 
new working-capital fund appropriation, are you telling us that there 
are other departments or bureaus of the Government in which a like 
fund appropriation has been made? I think you mentioned the Post 
Office Department. 

Mr. Hau. I mentioned the Post Office Department as an example 
of a reimbursable item that has always been with the Bureau since 
we took over the printing of postage stamps. There are other bureaus 
of the Federal Government I believe operating on a business-type 
budget. 

Mr. CanFIE.p. For instance? 

Mr. Hau. The National Bureau of Standards, the Bureau of 
Prisons, and the Canteen Service of the Veterans’ Administration. 

Mr. Jounson. Mr. Canfield, there are several revolving funds of 
this nature throughout the various departments and agencies of the 
Government, those which have been mentioned by Mr. Hall and 
others. 

Mr. Canrretp. I am mindful of the fact that you are bringing in 
these justifications as a result of congressional enactment. 

Mr. Hatt. That is correct. 

Mr. CanrieLtp. But your view, as I understand your testimony 
this morning, is that you believe that the Congress will have a better 
check on expenditures through this system than heretofore? 

Mr. Haut. I am convinced of that, Mr. Congressman. 


INVESTIGATION OF House Civit ServICE SUBCOMMITTEE ON 
OVERSTAFFING 


Mr. CanrFietp. Now, Mr. Holtzclaw, when you say that the in- 
vestigators of the subcommittee of the House Committee on Civil 
Service and Post Office looking into overstafling in the executive 
agencies made a ‘“‘Cook’s tour” of the Bureau of Engraving and Print- 
ing, just what do you mean? 

Mr. Hou.rzctaw. One of our young men was assigned to guide 
them through the various operations in the Bureau, which covers 





266 


roughly 23 acres. In 4 hours all that they could do in that time was 
to take a sightseeing trip. There was not enough time available to 
go into many complex operations of the Bureau or to reach any con- 
clusions as to whether it was being operated efficiently or whetier 
too many people were employed. 

Mr. Hau. They did, however, state that we were operating 
efficiently. They complimented the industry of the workers. 

Mr. Canrieup. In all fairness to the committee it reports that— 


A perfunctory inspection of this activity gives the impression of unsatisfactory 
employee utilization. 


Then the committee goes on to say— 


but further inquiry points to another obscure cause of overstaffing. In this 
instance the inefficient and wasteful methods employed stem largely from the 
physical lay-out of the plant in which the operations take place. 

his Bureau is essentially a large, specialized, and highly self-contained print- 
ing plant which, except for strict security requirements, might be compared to 
similar plants operated in private enterprise. If that analogy is drawn, the 
unsuitability of the plant site is immediately obvious and the ill effects which 
stem from it are increasingly apparent. Although outstanding progress has been 
made in the development and use of production machinery, too little attention 
has been given to incidental equipment, plant lay-out, and traffic control. This 
has led to the continuance of poor morale and too many employees. 

I assume that comment responsive to these allegations is made in 
the Secretary’s letter. However, do you have any additional com- 
ment to make this morning? 

Mr. Hotrzcitaw. Mr. Canfield, in connection with the statement 
that a perfunctory inspection discloses unsatisfactory employee utili- 
zation, | can understand that. For example, in our large workrooms 
where the currency is produced, security controls have to be main- 
tained over every single operation. At intervals throughout the day 
when the quantity of paper at the printing presses has been exhausted 
it is necessary for the girls who attend the presses to go to a central 
location and draw paper and count it. During those periods there is 
inactivity at the press, when the press is not running, when the printer 
is not engaged, and one would get the impression that proper utiliza- 
tion of manpower is not being made. Actually, we know of no way 
to control it. We have to count every sheet before it goes to the 
press. After it is printed every sheet has to be accurately accounted 
for, so that under perfunctory inspection one would get the impression 
that there had not been proper utilization of manpower, but, as | 
say, we know of no other way or means to control that situation and 
still maintain proper security control. 


MOopERNIZATION PROGRAM 


Mr. Canrietp. Mr. Hall, last year when you appeared. before us in 
connection with the 1951 request you told us that the modernization 
program and other economies put into operation would result of sav- 
ings of approximately $700,000 in the current fiscal year, and further 
savings of approximately $465,000 would be realized during the fiscal 
year 1951, making total savings to the Government of over $1,000,000 
in that vear. 

Mr. Hatt. Yes, sir. 

Mr. Canrre.tp. Do you have anything to say about that? 
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Mr. Hatt. Since that time there have been wage adjustments that 
have absorbed all of that savings. If we had not made the wage adjust- 
ments, we would have actually realized savings, but on account of the 
wage adjustments the savings have been absorbed. 

Mr. Horrzctaw. Mr. Canfield, on that point there has been a 30- 
percent increase in production, and even though the dollars have not 
been saved the fact remains that there has been a 30-percent increase 
in production. 

Mr. CanFietp. On page 219 of the justifications you say: 

While the Bureau is requesting an appropriation of $3,800,000 to commence 
operations under a working-capital-fund method of financing, it is also con- 
templating turning back to the Treasury estimated unexpended balances of 
approximately $1,469,000 remaining in the Bureau’s appropriations as of June 30, 
1951. 

Mr. Hatu. That figure represents obligations for payroll and ma- 
terial incurred prior to June 30 which cannot be paid from the appro- 
priation for the fiscal year 1951, but will be paid after July 1, 1951, 
from the capital fund. Therefore, the amount of these obligations 
will be turned back to the Treasury. 

Mr. Canriexp. And no savings are reflected therein? 

Mr. Hau. There is no saving in that figure at all; no, sir. 

Mr. CANFIELD. You told us last year, Mr. Hall, that you had under 
design and construction a pilot rotary intaglio printing press which 
you hoped would make it possible to do multicolor work, especially in 
the matter of stamps. Can you tell us about that? 

Mr. Hatu. Mr. Holtzclaw is working very closely with the designers 
of that, but it is still in the experimental stage. He can give you a 
progress report. 

Mr. Hoirzctaw. We have made very considerable progress, Mr. 
Canfield, in that respect. We are currently producing an experimental 
run of multicolor stamps. They will not be issued. It is still in the 
experimental stage, but we hope before too many months have passed 
that we will be able to definitely ascertain that multicolor postage 
stamps will be a practical consideration. Along that line we have 
tried to find ways for the development of a press which would not 
significantly increase the cost of postage stamps, but at the same time 
give us the benefit of multicolor. 

We will try to confine ourselves to the development of a press which 
will not significantly increase the cost of postage stamps. That is an 
example of an item of capital expenditure which the reserve will not 
cover. 

Mr. Gary. Do electronics enter into this process? 

Mr. Hau. Yes; to a great extent. It is a step in the right direc- 
tion and will eventually make it possible, we believe, to print multi- 
colored stamps at reduced cost. 

Mr. Canrietp. What is the situation regarding distinctive pap>r? 

Mr. Haut. In what respect? 

Mr. CanFIELp. Supply. 

Mr. Hauyi. The manufacturer is having difficulty getting materials 
at the present time. We are helping to get him supplied. 

An interesting development occurred during the railroad strike. 
ne was unable to ship by express so he had to resort to 
trucks. 
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Mr. CanrFre.p. How about cost? 

Mr. Hatt. It cost less—about $60,000 a year less. 

Mr. Canrigvp. It is manufactured by? 

Mr. Hau. The Crane Co., Massachusetts. 

Mr. Canrievp. These are truck shipments which must be guarded? 

Mr. Haru. They have an armed guard on the trucks. They leave 
at 6 o’clock at night and are here in the morning and are in contact 
with their stations all along the line. 

Mr. Canrietp. Mr. Hall, what is your situation at the Bureau 
with respect to skilled and unskilled labor? 

Mr. Hau. You mean availability? 

Mr. Canrrevp. In yesteryear you had difficulty getting certain 
types of skilled labor. 

Mr. Haut. We are still short of plate printers and we are working 
9 hours a day to make up the difference. In all other trades we are 
amply supplied. There is plenty of unskilled labor available. 

Mr. CanFievp. This is a good place to take down your hair regard- 
ing your problems at the Bureau inasmuch as this is the appropriating 
committee. Do you have any specific problems that are concerning 
you gravely at this time that you think the committee ought to be 
advised upon? 

Mr. Hau. We have the run-of-the-mine problems, of course, but 
we seem to be able to solve them eventually. 

Mr. Fernanpez. Mr. Hall, are you going to continue to haul it by 
trucks? 

Mr. Haut. I think we shall continue unless there is some security 
objections to its being transported in that manner. I can’t see that 
we are running any risk in handling it that way. If a truck were 
highjacked it would serve to focus attention on the counterfeiters, 
with the result that the secret service would be on their trail, imme- 
diately. 

Mr. Fernanpez. Do they charge you less? 

Mr. Hauu. Yes. It is much faster, too. The trucks load at the 
mill and deliver direct to our platform. When shipping by express 
the paper is trucked from the mill to the express car in Dalton and 
from the express car to the Bureau here in Washington. 

Mr. FrerNanpeEz. One operation? 

Mr. Hatt. Yes, sir. 

Mr. Gary. Thank you, gentlemen. 
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Fripay, Fesruary 16, 1951. 


BUREAU OF NARCOTICS 


WITNESSES 
DR. H. J. ANSLINGER, COMMISSIONER 


GEORGE W. CUNNINGHAM, DEPUTY COMMISSIONER 
M. L. HARNEY, ASSISTANT TO THE COMMISSIONER 


SALARIES AND EXPENSES 


Funds available for obligation 





| 1950 actual | 1951 estimate | 1952 estimate 





Appropriation or estimate | $1,647,000 | $1,850,000 | — $2, 100, 000 
Transferred from ‘‘Salaries and expenses, Office of Treasurer,”’ |. | 
pursuant to Public Law 359 2, 500 





Adjusted appropriation or estimate 1, 649, 500 | prt 850, 000 2, 100, 000 
Recovered moneys deposited pursuant to Public Law 365 5, 381 10, 000 
Total available for obligation..........................--| 1,654,881 | 1, 860, 000 2, 115, 000 
Unobligated balance, estimated savimgs_................._--.- } wt 181 |... 
Savings under section Sh Mite ehird sedsveicheosunsela~ane “ 5,000 
Obligations incurred... - | 1,648, 700 | 1, 855,000. 2, 115, 000 
Comparative transfer from ‘Miscellaneous ¢ expenses, Tre: asury | 
Department” 1,000 | tie on ghee 


Total obligations_- 1, 649, 700 1, 855, 000 2, 115, 000 














Description 


1950 actual | 1951 estimate | 1952 estimate 


| 
Administering and i: acenenman the Federal narcotic and mari- | 


,huana laws $1, 600, 935 $1, 802, 635 $2, 061, 780 
48, 765 52, 365 53, 220 


1, 649, 700 1, 855, 000 2, 115, 000 








Obligations =e objects 





Object classification 1950 actual | 1951 estimate | 1952 estimate 





Total number of permanent positions | 291 | 

Average number of all employees---.............-.---- desi | 282 | 

01 Personal services: | 
Permanent positions. -| $1,266,982 | $1,349, 200 
Regular pay in excess of 52-week base .: sail 
Payment above basic rates _- 5, 000 





_1, 354, 200 


Transportation of things_..............-- 

Communication services 

Rents and utility services 

Printing and reproduction 

Other cemtyectnal Services... ....... 2.2. 20..0202--2 2200 ce 

Supplies and materials . | 55, 900 | 
Purchase of evidence. - j 67, 700 | 

Equipment Boo se seme 12, 600 

Refunds, awards, and indemnities.._........__---.--_---- 9, 800 








Total obligations 1, 649, 700 | 
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GENERAL STATEMENT 


Mr. Gary. We will now consider the budget estimates for the 
Bureau of Narcotics. Dr. Anslinger, have you a general statement’ 

Dr. Ansiincer. I have statements here, Mr. Chairman, but | 
would like to have you look at some of these figures. We have had 
an increase of drug addiction in the past few years. The matter is 
somewhat obscured by a little hysteria and good news copy. This 
increase can best be demonstrated by the fact that 2 years ago there 
were 3 addicts under the age of 21 at the Lexington hospital and today 
there are 200 under 21 at the hospital. 

Most of these are young hoodlums. The high-school student is 
an exception. This increase has followed in the wake of a wave of 
juvenile delinquency and we have noticed this phenomenon in the 
past 2 years. It is due to the fact that these young people have been 
associating with criminals, begin smoking marijuana and graduate to 
heroin. These have to spend $6 to $15 a day to maintain addiction. 

These figures before you are nonmedical drug addicts under 21 
known to us for the period of 1949-50. You will notice that 158 are 
in the State of Illinois, 88 in New York State, 31 in New Jersey, 21 
in the District of Columbia, and so on down the line. 

New York and Chicago are the centers. There are eight bills 
pending in the legislature in Albany calling for stiffer penalties for 
peddlers and hospitalization for addicts. We recommend four 
approaches to this problem: 

First, the enactment of Congressman Donovan’s bill which would 
provide minimum penalty for the peddler. Similar bills are pending 
in State legislatures throughout the country to bring about a minimum 
sentence. The average sentence of 18 months is inadequate. We 
make 5,000 arrests in a year and by the time we process the cases and 
start on another campaign the first violators are back in the business. 


NONMEDICAL DRUG ADDICTS 


Mr. Gary. Before you start on that, suppose we insert this table 
in the record at this point. 
(The table referred to is as follows:) 
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Nonmedical drug addicts under 21 years of age known to the Federal Bureau of 
Narcotics for the period Jan. 1, 1949, to Dec. 31, 1950 


Race | Race 
State 
White Colored White Colored 











State 





Illinois : Washington - - - .-..-- 


te 


y. 
District of Colambia 
Missouri 


hohe 





Pennsylvania 
Tennessee - . - 
Maryland. . - 
Delaware 




















Admissions of addicts under 21 years of age to Lexington hospital: 
12 months (1949) 
First 6 months (1950) 


Number of addicts under 21 years of age in hospital on Feb. 9, 1951; 
with a few exceptions about half of these addicts are from New York and 
half are from Chicago 


1 Approximately. 


Mr. Gary. I notice you refer to nonmedical drug addicts. What 
does that mean? 

Dr. Anstincer. It means addicts who do not have a medical need. 
They merely became addicts because of bad association. They have 
no medical need. A doctor would not under any circumstances pre- 
scribe narcotics. 

Mr. Gary. And addiction did not come about from medical pre- 
scription in the beginning? 

Dr. Ansiincer. I do not think you could attribute one case to the 
medical profession. 

We have suggested that the cities of New York and Chicago enact 
ordinances setting up a board to declare a person as an addict and quar- 
antine these people in hospitals. 

Mr. Gary. The District of Columbia is pretty high on a population 
basis. 

Dr. ANsLINGER. It is very high but I think the situation is a little 
better now. These 21 in the District of Columbia were in the past 2 
years. You won’t find a high-school student among these 21. The 
situation is pretty well confined to the big cities. 

The rate of addiction throughout the United States is still about 
1 to 3,000. We made a survey in Minnesota and there the rate 
was 1 to 25,000. We have not had any of the young people addicted 
in the South except in New Orleans and a few in Texas, ‘There has 
been no increase in South Carolina, Georgia, and Florida. 

Mr. Gary. California is surprisingly low in view of the fact that 
it is generally supposed there are a great many addicts in Hollywood. 

Dr. ANstinGer. They do have a problem. 

You notice I confined these to the addiction under 21 because of 
all this newspaper publicity—a lot of it probably inspired by hysteria. 
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There is one thing we have to say for California: In Los Angeles they 
have a police narcotic squad of 38 men. It is the only city in the 
country which has taken the initiative and has gone out and got a 
good narcotic squad. That reduces crime in the other forms. New 
York recently brought up their squad to 50. They should have 100 
and they would find crime going down in other directions. 

Because of this wave—and I think we have hit the crest of it now 
and I am giving you the reason for that later—if these two cities took 
this thing in hand they could accomplish a great deal. They talk 
about it. They want to send these addicts to Lexington. There are 
1,500 patients with 1,300 beds; 150 patients are not addicts but 
beneficiaries of the United States Public Service Hospital—psychiatric 
cases. 

At Fort Worth there are 1,000 beds and 250 addicts, the balance of 
these being all neuropsychiatric cases from the Veterans’ Adminis- 
tration. They have asked in their budget for money to take care of 
300 additional addicts who could be transferred from Lexington and 
then Lexington could take these addicts from New York and Chicago. 

We can make the cases and the arrests but we cannot meet out the 
sentences. The answer is one of these minimum sentence bills which 
the various States are considering now. 

The bill in Congress is H. R. 2340. If that is ever enacted the 
traffic will just about melt away. Nearly all these peddlers have had 
two or three convictions and if you get a minimum of 5 years for the 
second offense and 10 years for the third you will not find much 
peddling. 

In Atlantic City a judge gave a peddler 9 years. You will not find 
much peddling after that. That will just about finish it. The news 
of that is spread around and that is the end of it. 

Mr. Gary. On what basis was that sentence meted out? 

Dr. ANstInGER. On the sale of narcotics; the violation of a State 
aw. 

Mr. Gary. There must have been a number of different counts. 

Dr. ANsLINGER. It was on different counts. 

Mr. Gary. Because you could not get 9 years on one offense in 
that State. 

Dr. Ansuincer. That is right. 

Mr. Cunnincuam. There were three counts in the indictment. 
The sentence was imposed in two and the total sentence was 13 years 
instead of 9—7 years on one and 6 on the other, to run consecutively. 

Dr. ANsLINGER. But that will keep him in for 9 years. 

New York State has a bill providing a minimum sentence for 
peddling to minors. What is the difference in peddling to a man of 
20 and one of 22? We have asked them to cut out the minor provi- 
sion and make it apply to the narcotic peddler regardless of age. 

Mr. Gary. What is the bill you referred to a moment ago? Was 
it a Federal bill? 

Dr. Ansiincer. H. R. 2320 introduced by Congressman Donovan 
of New York City. He has the Harlem area. 

Mr. Gary. What does that provide? 

Dr. Ansuincer. The first offense is a sentence of 2 years. There 
can be probation. The sentence can be suspended. 

Mr. Gary. Is it for selling? 

Dr. ANSLINGER. Yes. 





Mr. Gary. And you make a Federal offense out of it? 

Dr. ANSLINGER. Yes sir. It is a Federal offense to sell now but 
we are getting these very low sentences. I have talked to some of 
the judges and they would welcome a provision like this. 

Mr. Gary, This makes a minimum provision. 

Dr. ANsLINGER. A minimum provision for the second and third 
offenses. The second offense, the judge would have no discretionary 
powers and no probation and no parole. 

Mr. Gary. The first offense would be a maximum of 2 years. 

Dr. ANSLINGER. Two years with provision for suspension of sen- 
tence. 

Mr. Gary. Second offense, 5 years with no suspension. 

Dr. AnsuinGcer. That is right. 

Mr. Gary. And third offense 10 years? 

Dr. ANSLINGER. Yes. 

Mr. Gary. Does the bill amend the present law? 

Dr. ANSLINGER. Yes sir. 

Mr. Gary. What does the present law provide? 

Dr. ANstincER. The present law provides for sentences up to 5 
years but the judge has complete discretion. 

Mr. Gary. Not exceeding 5 years. 

Dr. ANSLINGER. You can whip this thing up under strong enforce- 
ment but we cannot do it all. We can make the arrests and the cases 
but if we get a minimum-sentence law, any place where you find 
these big sentences you do not find the trafficking. 

Go back to the time Memphis had one of the worst situations in the 


country and the judges gave sentences of a few months. A new judge 
gave sentences of 7 years for all peddlers. You could not find traffick- 
ing in Memphis after that. 

The same thing was true in Atlantic City. The judge regularly 
gave 5 years and wiped out the traffic. Recently there has been a little 
traffic building up there but with these tough sentences that will be 
cleaned up. 


INTERNATIONAL SOURCE OF HEROIN 


I want to tell you what we have done about getting at the source of 
heroin. It is not coming out of our factories. One of the worst condi- 
tions we found was in Italy. The Italian Government estimated that 
they needed for medical consumption in Italy an amount of 190 kilos 
annually. Some of that heroin was manufactured in Italy and some 
imported under the terms of the treaty and under the supervision of an 
international body which had questioned these estimates. 

On the invitation of the Italian Government we sent two men into 
Trieste which is under military control. They had released all 
restrictions on the control of narcotics and it moved without any 
certificates. There was a terrific traffic built up. 

We arrested a man in Los Angeles who said his source was a steward 
who went to Trieste and on his return dropped the heroin off in 
New York and California. These two men went over and found that 
to be the case, that you could buy lots of heroin in Trieste. They 
found practically no control in Italy. According to their findings and 
what we determined after reading their reports, they made a number 
of arrests in cooperation with the Italian police of manufacturers and 
distributors. 
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Canada has the same situation as we have right here with respect 
to younger people or people under 21 becoming addicted. This con- 
dition is all through Canada in cities like Toronto, Montreal, and 
Vancouver. 

Coming back to Italy, they estimated 190 kilos of heroin was 
required for their consumption. If France, a neighboring country of 
comparable population used only 20 kilos, Yugoslavia none, Austria 
none, and Switzerland only about 15 kilos, Italy could not possibly 
use 190. 

Therefore 170 kilos were coming to the United States and Canada. 
You can adulterate that about 10 times and you have about 1,800 
kilos coming in here. 

We brought this matter to the attention of the Italian Government 
through diplomatic channels and through the United Nations, so they 
agreed to cut down their needs to 50 kilos which is still 30 kilos too 
high. We are going to insist that estimate be cut down to 20. 

Already, in the last 3 months since these investigations have been 
made we have noticed a shortage in the illicit traffic, particularly in 
New York which is the hub of the whole traffic. Only this morning 
we have word, the biggest peddlers up there have been unable to 
supply heroin to the traffic. 

Heroin has increased $200 an ounce since we found the Italian 
source. 

So, if we can still reduce that Italian estimate or get them to reduce 
it, we have seen daylight in the past 3 months on this program. 

There is another source I want to tell you about. 

Mr. Gary. Before you leave that, my recollection is that this com- 
mittee gave you personnel to work in the foreign countries. 

Dr. Anstincer. That is correct and that is the money we are using 
on this. There are two men back in Italy on this. 

Mr. Gary. The funds that this committee allowed you for work in 
foreign countries are the funds which you used in the Italian situation? 

Dr. Ansutincer. Yes, sir. And we also had a man in Turkey. He 
found a condition there that we brought to the attention of the Turkish 
Government. 

To make heroin you must have acid acetic anhydride. Laboratories 
were discovered all over the city of Istanbul making heroin. Some 
was going to Egypt, Syria, Lebanon, Israel, and into this country. 
Is is mostly an individual smuggling problem. 

Mr. Cunningham will show you a glassine bag of heroin. You 
could take the Army and Navy and never stop that sort of smuggling. 
It is impossible to detect it. 

In Istanbul we found this condition, the amount of acid acetic 
anhydride going into legitimate purposes was 5 tons, whereas 120 tons 
was being used for these underground laboratories. The young 
Turks are becoming addicted to the use of heroin. 

Those are the two sources we have to contend with. 

There is a little coming in from the Far East. It is not very much. 
This report I have given you of the national and international situa- 
tion outlines the problem in that field. 

The Communists offered to sell 500 tons of opium on the world 
market. They tried to sell it in this country and we would not give 
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them a permit. They wanted to exchange it for cotton. I think 
our resolution which we produced at the United Nations will make it 
impossible for any nation to buy that opium and we are hoping that 
the Chinese Communists destroy it because it amounts to a 1-year 
supply in the world traffic. 

Mr. Gary. What about China as a source of supply? 

Dr. ANsLinGER. We are a little concerned about the supply coming 
from China by reason of the fact that they have these 500 tons. We 
have asked them to give us an explanation of the source. We know 
there is a lot stored in Peiping and we have asked for complete details. 
We hope it will be under such control that it will not be sold in the 
illicit market. 

During one of our enforcement operations in St. Paul one of our 
supervisors was shot and killed by a Chinese opium dealer. 


CIVILIAN DEFENSE AID 


We have given the civilian people a lift by taking from our stocks 
of the Drugs Disposal Committee a sufficient number of morphine 
syrettes—an individual injection unit—and distributed these through- 
out the United States in all strategic areas in various cities. Some 
are in our offices, and in the Public Health Service hospitals. We 
have done this without cost to anybody. 

I think if we should be attacked we have a good supply on hand and 
can get a supply to any place within a very short time because, after 
all, that is the first thing needed. 

Mr. Gary. Have vou been able to turn over any of your confiscated 
opium to the stockpile? 

Dr. Anstincer. About 26 carloads we have sent out in the past 
3 years—confiscated, surrendered drugs—drugs surrendered by phar- 
macists who go out of business; also syrettes we had asked the Army 
and Navy to turn in to us after they gave up their camps and installa- 
tions so they would not be floating around. We packaged them here 
and sent them to the stockpile—about 26 carloads. 

Mr. Gary. That was done practically without cost. 

Dr. ANsLINGER. Without cost, yes. 

And for this civilian defense, I think we have distributed several 
million syrettes throughout the country, mostly to Federal hospitals 
and our own offices. We know in case of something happening we 
would have to dig the stuff up anyway. 

We have rejected the idea of having supplies scattered about in 
drug stores and doctors’ offices. They disappear. Thieves would 
get in and rob the drug store in a city if they knew we had a supply 
there. What we have out we insist on having under electrical protec- 
tion so the stocks will not be robbed. 


ANALYSIS OF APPROPRIATION BASE FOR 1952 


Mr. Gary. We will insert at this point in the record, page 198 of the 
justifications from which it appears that your appropriation for 1951 
is $1,845,000 and you are requesting $2,100,000 for 1952, an increase 
of $255,000. Can you tell us the need for that increase? 

(The matter referred to is as follows:) 





SALARIES AND ExpENSES, BUREAU OF NARCOTICS 
Analysis of appropriation base for fiscal year 1952 


Regular appropriation, 1951 act (less see. 1214 reduction) 
Supplemental appropriation for 1951 


Total appropriation, 1951 
Reductions: Administering and enforcing Federal narcotic and 
—1, 644 


Appropriation base for 1952 1, 843, 356 
Appropriation estimate for 1952 2, 100, 000 
Increase over appropriation base for 1952 256, 644 
Increase or decrease from total appropriation, 1951 255, 000 


Comparison of appropriation base with appropriation estimate for 1952 





| 


| Appropriation base | | Appropriation esti- 
for 1952 mate for 1952 
Activity | ~ | 
} 
| 


Increase or decreas: 





] 
| 
Average | 
{posit ions} 


| 
Average | Average 


Amount positions} |positions Amount 








1. Administering and enforcing the | | 
Federal narcotic and marijuana | | 


laws_- accented 284 | $1,790,991 | 
2. Executive direction ____- 7 | §2, 365 | 





Increase over eeneritnn & base_| 29 . 843, 356 | 
Adjustment in base (net). ..____- Pe 1, 644 





Total, appropriation, 1951 and 
appropriation estimate for 1952 291 | 1,845,000 











NEED FOR ADDITIONAL PERSONNEL 


Dr. ANsLINGER. With that increase we want about 30 agents and 
about 14 clerks. It would increase our force of agents from 188 to 
218. In view of this extra load that we have had in the past 2 years, 
we could well use additional agents. You notice the number of 
arrests we have made with our small crew arose to over 5,000 in the 
last year 

Mr. Gary. Where to you need these new employees? 

Dr. ANsitinGeR. New York, Chicago, and San Francisco. We ex- 
pect an increased Mexican traffic next year because we will be shutting 
down on a lot of Italian and Turkish supply, and when that happens 
they always turn to a new source. Although the Mexican Govern- 
ment has done excellent work for us, spending money on trips into 
the mountains and they have destroyed thousands of acres of poppies 
it has not completed the job. 

Mr. Gary. Most of the marijuana comes from there? 

Dr. Anstincer. They are not doing the job on marijuana they are 
doing on opium. 


MARIJUANA SITUATION IN THE UNITED STATES 


Mr. Gary. What is the marijuana situation in this country? 
Dr. ANSLINGES. It has never been good. We have done away 
with illicit planting throughout the country. Throughout the hemp 
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country of Kentucky, Wisconsin, and Ohio there is a lot of hemp, but 
you could not possibly eradicate that. There is some in Colorado, 
Mexico, and California. Most of this stuff is smuggled in from 
Mexico. 

Mr. Gary. Is that on the increase now? 

Dr. ANSLINGER. It just about holds its own. I think you will see 
from these arrests we will make between 800 and 1,000 arrests for 
marijuana. If we had the minimum-sentence law in effect, we would 
not have that. It remains constant. We have not made much 
headway with marijuana. 


COMPARATIVE STATEMENT OF CASE WORKLOAD 


Mr. Gary. Dr. Anslinger, I think we will insert here the table of 
comparative statement on page 202 of the justifications, and we might 
as well put in the tables at pages 203 and 204. 

(The matter referred to is as follows: ) 


GENERAL STATISTICS AND INFORMATION 


The following tabulations show the activities of the Bureau with respect to case 
loads, violations reported, convictions, sentences imposed, and number of seizures 
and purchases: 

Comparative statement of case load 





j 
| = 
| Fiscal year 





| | | | 
| 1947 1948 1949 | 1950 
! | 





Cases pending for investigation at aging of fiscal year. _ -- sisaw bow 5, 217 4,802 | 3,875 | 3,364 
Cases received for investigation 14,965 | 16, 036 | 15,150 | 19,973 
Total case load 20, 182 20, 838 19, 025 | 23,337 


Cases completed for prosecution FN Rt 3, 367 | 3, 472 | 4,980 6, 163 
Cases completed showing no violation a iaead 12 013 13, 491 10, 681 11, 408 


Total cases completed__ : 15 i, 380 16, 963 15 5, 661. 17, 571 


Cases pending for investigation at close of fiscal year__.........._.._- 4, 802 3,875 3, 364 5, 766 





Distribution of pending investigations, July 1, 1950 





Location of headquarters 


| 
| District 
| number 





Boston. 

New York 

Philadelphia. -_-.........- 
Baltimore 

Atlanta 

Louisville 

Detroit_..... 

Chicago 

Houston 

Kansas City 
Minneapolis 
Denver 

San Francisco 
Ne ittle 
Honolulu 


Total 
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Comparative statement of cases completed for prosecution 





Fiscal year 


Registered persons 


Unregistered persons 


Total persons 


Grand 





Narcotics | Marijuana 


| 








Narcotics 


Marijuana 


Narcotics | Marijuana 





849 
970 
985 
1, 586 


2, 095 849 
70 
985 

1, 587 





1, 752 








1, 752 





1 Average number violations reported per agent, 37.8. 


Cases completed for prosecution, fiscal year 1950, 


by States 


total 





16, 163 





| Narcotics | 


Alabama. ._. 

Alaska. __- 

Arizona 

Arkansas SL | 
oe 
Colorado 

Connecticut 

Delaware_- 

District of Columbia. 
Ss 


SES TOE ee ; 
Indiana 
Towa. 


Kentucky..._._.... ‘ 
Louisiana 

Maine_. 

Maryland. 
Massachusetts_......._..- 
Michigan.. 

Minnesota 

Mississippi 

Missouri aan 
RR Ee , 


Marijuana || 


Reyistered persons 


Fiscal year | 
| Narcotics 


Fiscal year 1946___ 
Fiseal year 1947__- 
Fiscal year 1948 
Fiscal year 1949 
Fiscal year 1950 


Marijuana | 


i 


Narcotics | Marijuana 





Nebraska 
Nevada 

New Hampshire 
New Jersey 
New Mexico -. 
New York___- 
North Carolina 
North Dakota 
Ohio 


Oregon 
Pennsylvania 
Rhode Island 


Vermont 
Virginia 
Washington 
West Virginia 
Wisconsin 
Wyoming 


Convictions 


Unregistered persons 


} 


Narcotics | Marijuana | 


1,072 
1, 516 | 
1, 486 
2, 087 | 
3,178 | 
| | 


Narcotics 


Total persons 








- 
| Sentences 
imposed 


Years 
2, 965 
3, 796 
4, 107 | 
6, 008 


Fines im- 
posed 


$75, 104 
117, 232 
74, 654 
58, 692 
168, 114 


| Marijuana 








j 
} 

|} Grand 
| total 


Vehicles 
seized 
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Number of seizures and purchases, fiscal years 1946 through 1950 





Internal traffic Ports and borders Total 





Narcotic | Marijuana} Narcotic | Marijuana} N ic | Marijuana 





1, 220 521 369 
1,111 575 587 
1, 237 694 605 
1,772 724 591 
2, 151 510 494 


























NARCOTIC PROBLEM IN METROPOLITAN AREA OF NEW YORK CITY 


Mr. Canrretp. Dr. Anslinger, the district attorney in New York, 
Mr. Hogan, in a press story last week indicated that teen-age narcotic 
addiction in the New York area had increased 300 percent this year 
over last. Do you believe that? 

Dr. AnsuiinceER. If he is speaking of 1950 over 1949 and taking 
your Lexington figures on the same basis, I suppose he is pretty 
nearly right there. 

Mr. CanFieLp. Some time back, and I am sure you took note of 
it, the assistant district attorney in Newark, N. J., contended in a 
public statement that you had only one or two agents in that par- 
ticular area and this being so your office was not properly manned. 

Dr. Anstincer. Yes. I did see that. We have two men in New- 
ark and incidentally, I was talking to that office today. They are in 
court in New York and they have one of the biggest smuggling cases 
we have had that they are prosecuting in Newark. 

Mr. CanFieLp. I want you to cover that matter. There is a lot 
of talk about vour problems there. 

Dr. ANstinGerR. Our problem in New Jersey centers in Newark. 
We do not have anything around Jersey City. But around Newark 
and Camden we have two agents and they are producing a very sub- 
stantial number of cases and of good quality as indicated by this one 
we are working on now. 

New Jersey has the addict law which is very good. The police can 
take an addict and force him to take a treatment or suspend his sen- 
tence with the understanding he goes to Lexington. We tried to get 
that same bill through New York in 1948 and 1949 and Governor 
Dewey vetoed it both times. These addicts who come from New 
York, we have to process through the blue-grass law in Kentucky; 
they make a misdemeanor of narcotic addiction. Then the judge 
places them on probation, providing they go to the hospital. New 
Jersey has this addict law and that is a great help to us. The number 
here, 31, are mostly from Newark and Camden. 

Mr. Harney. I think you should make it clear to the Congressman 
that Newark gets its supply from New York and the men are running 
back and forth across the river. The mere fact that two men are 
stationed in Newark does not answer the question of manpower in 
New Jersey. 

Mr. Canrietp. I am glad to hear that and from the doctor’s 
testimony I assume that if the additional agents are allowed the 
metropolitan area which embraces Newark will have additional man- 
power and you think you can better cope with your problems. 
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Dr. ANsLtinGerR. We would assign, certainly not less than 10, if we 
are allowed these 30, in New York. It all comes in there and the 
distribution comes from there, even the distribution to California. 
One of our biggest suspects today lives in Newark—one of our biggest 
smugglers w ho brought in the stuff from Turkey resides there. 

The case we are trying today is the result of 2 years of investigative 
effort. 

HEROIN ADDICTION 


Mr. Canrievp. I am glad to hear you say that one New Jersey 
judge is giving suitable sentences and cooperating with you in this 
terrible problem. Let me ask you this: What kind of people buy 
heroin, especially the teen agers? Are they both men and women? 

Dr. ANstincer. Mostly men. There are very few women in the 
traffic. 

Mr. Canrieip. Doctor, do I understand that when a teen ager 
becomes addicted to heroin he is practically required to get about 
$15 a de Y to keep going? 

Dr. Anstincer. Between $6 and $15 depending on his habit. He 
does not get that kind of money from his parents while going to high 
school, 

Mr. Canriexp. And to get it it is your feeling that one often becomes 
a criminal? 

Dr. ANsLtInGeR. You have to become a criminal or, if the gir] 
becomes addicted—fortunately the ratio in the teen agers is about 10 
males to 1 female, whereas in the average it is about 5 males to 1 
female—so, the girl has to turn to prostitution. 

Mr. Canrigetp. And you are hopeful that some bill, such as the 
Donovan bill will be enacted by the Congress of the United States to 
help you in the enforcement? 

Dr. Anstincer. I think that is the only answer to this problem, 
plus good law enforcement and good police work because as we close 
these sources in Italy and Turkey they will move elsewhere to another 
country. We drove this traffic out of England, out of France and 
Germany and out of Holland. It went over to Turkey; then to 
Bulgaria and then to Yugoslavia. 

Mr. Canrietp. You reported some time ago you had a tremendous 
problem in France at one time. 

Dr. Anstincer. We did and that has disappeared. It is in transit, 
some of the fellows running the stuff from Turkey and Italy through 
France to get it over here. Like a leaky boiler, we plug it up and it 
will break out some other place. 

You need to get after these peddlers and give them a sentence. It 
is discouraging always to be on a merry-go-round. These fellows are 
in a penitentiary and then we work on them again after 2 or 3 years. 

Mr. Canrietp. What percentage of teen agers who use marijuana 
graduate into the use of hereoin? 

Dr. Ansuincer. The percentage looks shockingly high in New York 
and Chicago—not so much in other cities. In those two cities it 
seems to have been an epidemic. 

Another thing I want to point out: When these youngsters get TB 
or any minor disease the mortality rates will be very high among them. 
They are unable to stand up to any kind of an illness. 
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Mr. Canrievp. I am also distressed to hear that addiction is ex- 
tremely high in some of the nations that are fighting on our side in 
Korea which leads me to ask you this question. Do you know whether 
addiction in the Soviet Union is very marked? 

Dr. Anstincer. The Soviet delegate has stated repeatedly that 
they do not have narcotic addiction in the Soviet Union. He said 
the reason was the people were so happy. 

Mr. CanFrieLp. Does that also go for the satellite states? 

Dr. AnsuincerR. They do net say very much about conditions in 
their own country. I know Czechoslovakia and Hungary have heavy 
cocaine addiction. 


CIVIL DEFENSE SUPPLY PROGRAM 


Mr. Canrietp. Dr. Anslinger, you have mentioned the subject 
of civil defense in which I have been keenly interested for a period of 
vears. 1 think we have been very remiss in developing our civil 
defense in target areas. We here are laboring in a target area and | 
happen to live in a prime target area near New York. 

Do you feel that in event of our Nation being attacked by an ag- 
gressor nation that sufficient drugs are available to the proper au- 
thorities in those target areas so people can get them without undue 
difficulty when they need them? 

Dr, ANsLINGER. At present there is not a sufficient supply available 
but we are going to keep adding to these supplies. I talked to the 
Civil Defense Director a short time ago and outlined to him what I 
thought would be a very good system to use in case of a disaster striking 
an area; that was to alert every wholesale drug house. 

In the New York area there are 60 and a couple in Newark and 
a couple in Westchester. They will have what they need for ummedi- 
ate casualties and within half an hour a truck could be dispatched to 
that point under police escort and have not only enough morphine for 
pain, but other drugs, and have them instantly available. The dis- 
aster there might destroy our own supplies and the supplies that all 
the civilian defense have accumulated in their units. So, the whole- 
sale druggists would be keymen. There will always be a wholesale 
druggist whose place has not been destroyed. Let him have a truck 
and he could furnish all the supplies to go right to the area. 

Mr. CanFireLp. You made that suggestion? 

Dr. ANSLINGER. Yes, sir. 

Mr. CaAnFretp. Are you satisfied things are being done? 

Dr. Anstrncrer. Yes. I have just had a conference with them on 
this because I wanted to tell them what we had already done before 
they were set up. We had already done this so the effort would not 
be duplicated and they have all agreed, so far as narcotics are con- 
cerned, we are going to take the responsibility for the whole situation. 
The National Resources Board has also made that recommendation 
to let the Bureau of Narcotics handle it and we will be sure to take 
care of it. 

Mr. Canrie._p. Do we grow any opium in this country? 

Dr. AnstincrerR. No, sir. There is nothing contemplated now. 
The Munitions Board did acquire seed at our suggestion and we 
figured if sources in the Near East were cut off we could go into mor- 
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phine production in a few months and supply our own needs and 
those of our allies. But since then a new synthetic development does 
away with that need and we will not grow opium at any time. We 
can abandon that whole idea. 

Mr. Canrrevp. Dr. Anslinger, do you think that the publicity 
that followed the arrests made some months back in Hollywood, and 
the sentences meted out by the courts, have had an unfavorable 
effect on the great efforts that you and your Bureau are making to 
cut down on the improper use of narcotics in our country? 

Dr. Ansuincer. Obviously, the glorification of persons who have 
been connected with the narcotic racket is bound to have a detri- 
mental effect on persons of impressionable age. I consider it more 
than an accident of timing that a wave of youthful addiction has 
coincided with a campaign glamorizing these questionable characters. 
In my opinion this is one of the many factors which contribute to our 
present youthful addict problem. 

(Discussion off the record.) 

Mr. Sremrnski. I have a question; it concerns the Red pattern of 
assault at home and abroad. 

Isn’t that true that one of the tactics of the Nazis was to degenerate 
people? 

Isn’t it true the concentration camps were thought to be purely a 
Nazi tactic, but we find they are now a Russian tactic? 

Reference has been made to our allies, the Turks in Korea. They 
are courageous fighters, and do not go to a medical aid station until 
they have at least three wounds. 

The question has been raised of the drugging of Chinese Red 
soldiers in battle in Korea. 

Are there drugs that can make men passive and others that can 
make men aggressive at the same time? 

Dr. ANsLINGER. A combination of heroin and cocaine will do that. 


USE OF DRUGS BY CHINESE COMMUNIST TROOPS 


Mr. Steminski. I wonder, because when we were fighting near 
Hungnam, 10,000 Chinese Reds moved down the mountains thinking 
the Tenth Corps would evacuate Wonsan. These 10,000 Chinese 
Reds came down the road. Our planes strafed them; but many kept 
on moving as if in a stupor. Others would jump into shell holes 
realizing no two artillery shells go into the same place. 

I have a feeling that troops marching down the highway to Wonsan 
like these Red troops—which the Communists would make you believe 
were courageous—were not inspired by courage, but were drugged. 

I was in the POW yard at Hamhung. The Chinese prisoners ques- 
tioned were the most docile, rattiest looking prisoners I have seen. 
The Chinese Communists have not the courage of the North Koreans, 
who were much braver than the Chinese Communists in battle. 

Are there drugs that give you fighting qualities; that make you 
oblivious to surroundings? 





283 


It may be the Red practice at home and abroad to use such methods. 
The people of Poland are 90 percent Christian, but the Russian treat- 
ment of them is a carry-over from Hitler tactics. I would ask you to 
investigate the tie-up between the Communists and drug traffic. 
Certainly we see it in the Chinese Communist troops, who are not 
courageous troops; and yet they have appeared so in action. I would 
like to see if there is a tie-up there between the Communists and the 
drug traffic. 

Dr. ANstinGEeR. There is one indication where our troops are 
finding opium on some Chinese Communists. They have seized 
opium from a number of prisoners and unquestionably these men were 
opium smokers or opium eaters. The opium smoker has neither fear 
nor feeling. 

Mr. Sreminski. We talk about fortress free world backed up with 
steel, but not a fortress morality strong enough to wipe out the drug 
menace which bores from within. 

Mr. Gary. Doctor, you say this is heroin [indicating a sample]. 

Mr. CunNINGHAM. Yes, sir. It weighs 430 grains which is a little 
short of an ounce. 

Mr. Gary. How much is that worth? 

Mr. CunninGHAM. We paid $575 for it and it would bring, as the 
Commissioner says, according to locality, anywhere from $2,500 to 
$4,000. 

Dr. ANstinGER. Today that would be worth $4,000 in the illicit 
market. You can see how easy it is to smuggle. 

Mr. Gary. How do you use that? 

Dr. AnstinGerR. Hypodermically. You use about one grain. 

Mr. Gary. In water? 

Dr. ANSLINGER. Put it in a spoon. Heat the spoon with a match 
and take a syringe and draw up the solution, possibly having a piece 
of cotton at the end of the needle so you do not get any impurities, 
and that is your shot. 

Mr. Gary. You spoke a few moments ago of a synthetic in place 
of that in emergency. Is the synthetic as harmful as the regular drugs? 

Dr. ANsLINGER. It is just as bad. There is something the medical 
profession cannot understand. We thought there was something 
in the opium plant that you extracted when you turned it into heroin. 
They thought there was something in this plant that caused addiction 
in the human body. There are 18 withdrawal symptoms. After you 
have not used this for 8 hours you become a sad physical specimen 
for a long time. Yet here are these synthetics, and they were devel- 
oped in Germany during the war, and this methadon I speak about 
was discovered by our people in a German chemical plant. It will 
produce the same kind of addiction, if not worse, as opium, heroin, 
or morphine. 

Mr. Gary. Thank you, doctor. We wish you luck. 
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Fripay, Fesruary 16, 1951. 
BUREAU OF THE PUBLIC DEBT 


WITNESSES 


E. L. KILBY, COMMISSIONER 

D. M. MERRITT, ASSISTANT COMMISSIONER 
R. A. HEFFELFINGER, DEPUTY COMMISSIONER 
H. B. COLE, BUDGET OFFICER 

R. E. OBERG, ASSISTANT BUDGET OFFICER 


ADMINISTERING THE PusBLic Dgepr 


Funds available for obligation 





1950 actual | 1951 estimate | 1952 estimate 





DIRECT OBLIGATIONS 


Appropriation or estimate ot: ern $52, 000, 000 , 505, $52, 900, 000 
Unobligated balance. estimated savings ___---- — 1, 387, 168 
Savings under sec. 1214 : , 





Obligations incurred 50, 612, 832 
REIMBURSABLE OBLIGATIONS 


Reimbursements for services performed i 22, 040 














Total obligations. - 50, 634, 872 > 52, 900, 000 





Obligations by activities 





23 ae ae 
ee 
Description 1950 actual | 1951 estimate | 1952 estimate 





DIRECT ORLIGATIONS 


| 
| 
| 


| 
. Issuance, servicing, and retirement of savings bonds ...-| $36,971,894 $35,474,127 | $38, 484, 300 
Issuance, servicing, and retirement of other Treasury se- | } 

curities : 6, 539, 425 7, 088, 256 | 7, 396, 200 
. Verification and destruction of unfit United States currency. 768, 873 830, 154 570, 700 
- Maintenance and audit of public debt accounts ___. - 979, 056 975, 071 | 07, %)0) 
. Promotion of the sale of savings bonds... ...............-- 4, 886, 746 4, 986, 592 67, 600 
. Executive direction ' 466, 838 474, 800° “483, 300 





50, 612, 832 _49, 829, 000 o| __ 82, 900, 000 





REIMBURSABLE OBLIGATIONS 


. Issuance, servicing, and retirement of savings bonds. ------- 
. Issuance, servicing, and retirement of other Treasury se- 
curities 





Total reimbursable obligations 








Total obligations 
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Obligations by objects 
BUREAU OF THE PUBLIC DEBT 





| 
Object classification 1950 actual 


195] estimate | 


| 


1952 estimate 





SUMMARY OF PERSONAL SERVICES | 


Total number of permanent positions 
Full-time equivalent of all other positions ea 
Average number of all employees 


6, 336 | 
32 | 
5, 745 | 


™ 
5, 354 


5, 747 
3 
5, 429 








Personal service obligations: 
Permanent positions 
Part-time and temporary positions 
Regular pay in excess of 52-week base. 65, 748 

Payment above basic rates 


724 


| $18, 225, 252 
83, 766 | 


$17, 778, 953 
10, 


22, 414 | 





$18, 040, 510 
10, 774 
71, 551 





18, 397, 904 | 


17, 814, 754 | 


18, 125, 912 








DIRECT OBLIGATIONS 


Personal services 
Travel. _ . 
‘Transportation of SRE eae ae eRe BR bn 
Communication services 
Rents and utility services 
Printing and reproduction: 
Fngraving and printing 
Other 


18, 375, 864 
431, 044 
154, 630 
158, 759 

1,070, 653 


1, 882, 614 
794, 883 
450, 971 

22, 221, 393 
836, 247 
256, 134 

1, 65 


Services performed by other agencies ___- 
Supplies and materials 
ee. 


REIMBURSABLE OBLIGATIONS 


Personal services 22, 040 


46, 634, 837 


17, 814, 754 
417, 223 
152, 816 
161, 116 

1,053, 013 


2, 132, 432 





18, 125, 912 
416, 723 
70, 905 
161, 116 
578, 189 


49, 118, 000 





Total obligations... 46, 656, 877 





46, 095, 000 








ALLOCATION TO THE POST OFFI 





Total number of permanent positions 


65 
Average number of all employees 


58 


CE DEPARTMENT 





49, 118, 000 





01 Personal services: 
Permanent positions 


Regular pay in excess of 52-week base 





Total personal services 

Travel... 
Cc ommunication serv ‘ices 
Rents and utility services 
Printing and reproduction 
Other contractual services 

Services performed by other agencies 
Supplies and materials 
Equipment 


02 
4 
05 
06 
07 


08 
” 


$175, 194 | 
13 | 





$187, 








Total obligations 
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Obligations by objects—Continued 


SUMMARY 





Object classification 


1950 actual 


| | 
1951 estimate | 





SUMMARY OF PERSONAL SERVICES 


Total number of permanent positions. ___...................- 


Full-time equivalent of all other positions. 
Average number of all employees 


Personal service obligations: 
Permanent positions 
Part-time and temporary positions 
Regular pay in excess of 52-week base 
Payment above basic rates___. 
Payments to other agencies for reimbursable details 


Total personal service obligations_.__................-- 


DIRECT OBLIGATIONS 


REE ed tS Poe eee eee 


Travel 
Transportation of things_._........-....-- 
Communication services 
Rents and utility services 
Printing and reproduction: 
Engraving and printing_. 


6, 401 
32 


5, 803 





$18, 400, 446 
83 


65, 761 
22, 414 


724 


$17, 965, 953 
10, 774 





-| 18, 873,111 | 





18, 551, 071 
431, 108 
154, 630 
158, 965 

1, 070, 680 


1, 882, 614 


18, 001, 754 
417, 373 
152, 816 
161, 466 

1, 053, 113 


2, 132, 432 


_ 18, 001, 754 | 


1952 estimate 


Other contractual services 
Services performed by other agencies 
Supplies and materials_ 
Equipment 
Refunds, awards, and indemnities- 





Total direct obligations 
REIMBURSABLE OBLIGATIONS 


Personal services 














49, 829,000 | 52, 900, 000 





Mr. Gary. The committee will come to order. We will take up 
at this time the budget estimates for administering the Bureau of the 
Public Debt. Mr. Kilby, do you have a general statement that you 
would like to make? 

Mr. Kiipy. Yes; I have, Mr. Chairman. 

Mr. Gary. We will be very glad to hear you at this time. 


GENERAL STATEMENT 


Mr. Kitsy. Thank you, sir. 

Mr. Chairman, I believe that the members of this subcommittee 
are conversant in general terms with the functions performed under 
the appropriation “Administering the public debt,” and I will, there- 
fore, only mention them briefly. 

The Bureau of the Public Debt is charged with the conduct of all 
transactions in the outstanding public debt of the United States. 
Following a decision on a financing operation by the Secretary of the 
Treasury, we prepare the necessary legal and operating documents, 
establish records of the issue, maintain interest accounts and make 
periodic payments, by check, of interest on registered securities; 
conduct authorized transactions in securities; afford relief in instances 
of lost, stolen, or destroyed securities on the basis of proper evidence; 
and maintain records of securities retired either on authorized trans- 
actions or by redemption. In the discharge of some of these responsi- 
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bilities, the facilities of the Federal Reserve banks and their branches 
and the Post Office Department are utilized on an actual cost basis. 
Since the banks and branches are located in 36 principal cities through- 
out the country, the use of their facilities affords investors in Govern- 
ment securities a more convenient and prompt service. Savings 
bonds and stamps are sold at post offices throughout the country. 
In addition to its security functions, this Bureau also audits and 
destroys redeemed currency. 

The Bureau of the Public Debt maintains two principal offices, 
one in Washington and the other in Chicago. The Washington office, 
in addition to the over-all administration of the Bureau, performs 
the above duties in connection with securities other than savings 
bonds following their distribution to issuing sources. The operations 
of the Chicago office are confined to the same duties for savings bonds 
following their distribution to issuing sources. This latter office is 
augmented by three regional offices located at New York, Cincinnati, 
and Chicago, which audit all redeemed and maturing savings bonds. 

Included with the Bureau of the Public Debt under this appropria- 
tion estimate are the United States Savings Bonds Division and the 
Treasury’s technical staff. The functions of the United States Sav- 
ings Bonds Division are confined to promotion of the sale of savings 
bonds. Those of the technical staff consist of the development of 
statistical data for use in determining financing requirements and the 
types of securities to be offered to the public. 


PROGRAM 


All operations of the Bureau are on a reasonably current basis. The 
savings-bond program for the fiscal year 1952 contemplates the sale 
of 86.2 million pieces, as compared with the estimate of 68.2 million 
pieces for the current year, and the retirement of 98.9 million pieces 
as compared to 83.9 million pieces in 1951. In addition, some 2.9 
million pieces will be issued through servicing transactions in 1952, 
which is comparable with the volume estimate for this fiscal year. 
The issue of other Treasury securities on original issue and servicing 
transactions for the fiscal year 1952 is estimated at 3.6 million pieces, 
as compared with the 1951 estimate of 3.1 million pieces. Retire- 
ments of these securities are estimated at 3.9 million pieces in 1952 and 
4.1 million pieces in 1951. 

Since the end of World War II, it has been my pleasure to present 
to this subcommittee estimates which have been successively lower, 
decreasing from $85,500,000 in 1946 to $51,105,000 for the current 
fiscal year. Of the $50,505,000 actually appropriated for the fiscal 
year 1951, $255,000 was established as a reserve under section 1214 
of the General Appropriation Act for 1951, leaving a balance available 
for obligation of $50,250,000. The estimate of $52,900,000 for 1952 
is $2,650,000 more than the amount available this year, and I would 
like to explain why this increase is necessary. 


JUSTIFICATION OF INCREASE 


As you know, the entry of this country into World War II in Decem- 
ber 1941 brought about a tremendous increase in the volume of Govern- 
ment securities issued, both savings bonds and regular Treasury issues. 


79961—51 19 
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While many of the savings bonds have since been redeemed, the 
number of pieces outstanding is still surprisingly large. For example, 
of the 147 million series E savings bonds sold in the calendar year 
1942, approximately 60 million were outstanding at the close of the 
fiscal year 1950, and of the 317 million sold in 1944, approximately 
102 million were outstanding. 

In 1952 we will be faced with the first really heavy maturities of 
savings bonds. We estimated that 26 million series E bonds will 
reach full maturity in that year, and that total redemptions for the 
year will be about 15 million over 1951. Some of the bondholders 
will want, and will receive, cash for their bonds. Many, however, 
will desire to reinvest all or part of the proceeds in new savings bonds. 
No one knows just how much of the maturities will be reinvested, but 
we felt that possibly two-thirds of the dollar value might be converted 
into new issues, which would result in about 18 million pieces in 
excess of the number to be issued this year. 

The increase requested for 1952 can be attributed largely to the cost 
of handling these heavier maturities. 

On the credit side of the ledger, 1 would like to single out especially 
a quarter-of-a-million-dollar reduction we are estimating in the cost of 
verifying unfit paper currency withdrawn from circulation. The 
Bureau of Standards, collaborating with our management group, has 
developed an electronic counter which we are going to use in verifving 
unfit $1 silver certificates, replacing the present manual count. The 
machines are presently being built, and a study indicates that a sav- 
ing of about 90 employees will be effected. 

During the past fiscal year we closed the regional office of the Reg- 
ister of the Treasury in Los Angeles and transferred its functions to the 
Chicago and Cincinnati regional offices, thereby effecting an annual 
saving of 150 thousand dollars. Also, under authority of Reorganiza- 
tion Plan No. 26, the functions of our Division of Paper Custody were 
transferred to the Bureau of Engraving and Printing on August 1, 
1950, estimated after consolidation to result in a total savings in 
excess of 100 thousand dollars a year, of which 72 thousand is appli- 
cable to this appropriation. The administration of the appropriaticn 
“Distinctive paper for United States currency and securities” was also 
transferred to the Bureau of Engraving and Printing. 

As I mentioned last year, we were not satisfied with the activity 
structure under which the estimates for 1951 were presented. With 
the approval of the Bureau of the Budget, we have revised the activity 
pattern in a manner which I feel will be more meaningful and effective. 
We have set out the savings-bond program apart from the regular 
financing program and, by so doing, more closely follow our organiza- 
tional structure and thereby substantially reduce the proration of costs, 

The estimates for 1952 have been built on conditions as they existed 
prior to the outbreak in Korea. Future developments in the financing 
field are so nebulous that it is extremely difficult at this time to accu- 
rately estimate our 1952 requirements. As a result it was decided 
that the estimates should be projected on the normal pattern. It is 
my sincere hope that the funds requested will be sufficient. 

I hope, Mr. Chairman, that my general statement will help your 
subcommittee in evaluating our 1952 estimates. I appreciate the 
opportunity you have given me to present it. 

’ T might add, Mr. Chairman, that it must seem obvious to you and 
the other gentlemen of the committee as you hear this statement that 
it is somewhat stale. It does not reflect the current situation. It 
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was based on data that we had available at the time the estimates 
were prepared. 

At the time Secretary Snyder appeared before you in opening the 
hearings on the 1952 bill he advised you with respect to the plans that 
we are developing in connection with the automatic extension of the 
series E bonds, so that holders who wish to continue their investment 
can do so without unnecessary trouble. Merely by retaining their 
bonds they would be enabled automatically to draw further interest 
on them for a period not exceeding 10 years. The opportunity to 
do that is contingent on the legislation which has been passed by the 
House and which is now pending before the Senate. 

Mr. Gary. If that law were adopted it would lessen your work to 
some extent? 

Mr. Kitpy. Yes, Mr. Chairman, it would reduce the number of 
pieces that we have to process in redemption and likewise new issues 
to the extent that the holders of the bonds wished to reinvest. 


AMOUNT OF PUBLIC DEBT 


Mr. Gary. What is the public debt today? , 

Mr. Kivpy. $256,124,868,783.44 on January 31, 1951. 

Mr. Gary. What is it estimated that the public debt will be at the 
end of this fiscal year? 

Mr. Kitsy. The estimate contained in the President’s budget was 
$260,300,000,000 at the end of the fiscal year 1951. 

Mr. Gary. Has there been anything to change that estimate up to 
this time? 

Mr. Kirtsy. Not that I know of; Mr. Chairman. That takes into 
account the estimate of a deficit of $2,698,000,000 for the year. 


DISTRIBUTION OF THE DEBT 


Mr. Gary. In the past we have requested a statement in the record 
showing the distribution of the debt. 

Mr. Kiupy. I will be very happy to present a statement of the 
composition of the debt for the record. 

In passing, I would say that during the past calendar year, from 
December 31, 1949, to December 31, 1950, the total debt has remained 
substantially unchanged, and yet there has been, through the Secre- 
tary’s debt-management practices, a reduction in the amount of bank- 
held debt, with a corresponding shift to nonbank investors. 

I did not show a 1949 column in that table, Mr. Chairman. That 
appears in last year’s record. 

Mr. Gary. This shows a drop in the commercial banks, a drop in 
the Federal Reserve banks, and an increase in individuals. It shows 
a drop in insurance companies and mutual savings banks, and it shows 
an increase in other corporations, and a substantial increase in United 
States Government investment accounts. 

Mr. Kitsy. That is a comparison with the peak of the debt in 1946. 

Mr. Gary. These figures show a comparison between February 28, 
1946, and December 31, 1950. Could you add a column for 1949 
to this? 

Mr. Kitey. Yes, sir; I shall be very glad to, Mr. Cheirman. 

Mr. Gary. Show that in between those two when it is inserted in 
the record. 

Mr. Kixpy. Yes, sir. 
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(The matter referred to is as follows:) 


Ownership of the public debt 
[In billions of dollars] 





Feb. 28, 
1946 





Banks: 
61 
2044 











Nonbank investors: 
dividuals 66 67 

ance companies and mutual savings banks_--- 36 30 

Other corporations, associations, and State and 
local governments 354% 34 39 

U. 8. Government investment accounts 28 39 


nh RANE A EY ADEN © a ae a 7 163 175 
20 257 25634 


























1 The changes in these figures @s they were published on p. 321 of the 1951 Treasury-Post Office appro- 
priation hearings, held in January 1950, relate to a sheaes in concept which reduced the holdings attribu- 
table to “individuals” by $314 billion and increased the holdings by “other corporations, associations, and 
State and local governments” correspondingly. This change in concept involved the transfer of those 
nonprofit institutions and corporate pension funds formerly classified as “individuals” to the miscellaneous 
category. 

2 Preliminary estimates, 


Federal securities loom large in the asset picture of the leading investor groups 
in the country. At the present time, Federal securities account for about 48 
percent of the earning assets of commercial banks; they account for about 48 
percent of the assets of mutual savings banks, 8 percent of the assets of insured 
savings and loan associations, and 21 percent of the assets of the life-insurance 
companies. Federal securities also account for 14 percent of the current assets 
of corporations, other than banks and insurance companies, and 33 percent of the 
liquid assets (including also currency, checking accounts, and savings accounts) 
of individuals and unincorporated businesses. Practically all of the assets of 
Federal trust funds are, of course, invested in Federal securities. 


HANDLING OF THE PUBLIC DEBT 


Mr. Gary. Apparently, Mr. Kilby, there are some differences of 
opinion between the Treasury Department and the Federal Reserve 
bank with reference to the handling of the debt. I wonder if you 
would simply state the basis of that controversy without expressing 
any views in reference to it. 

Mr. Kizsy. That is a policy matter, Mr. Chairman, and it is en- 
tirely out of my bailiwick. 

Mr. Gary. I say without expressing any views as to it. 

Mr. Kixsy. I might say simply that the basic difference in phil- 
osophy is that Secretary Snyder has favored maintaining financing 
during the period ahead of us within the pattern of the long-term 2) 
percent rate, and in that connection he has also favored holding the 
interest rates on short-term securities to a lower point than the point 
at _ the Federal Reserve seems to feel that they should find their 
level. 

The controversy has been primarily as to the policy which should be 
followed within the short-term rate area, a year to 5 years, because of 
the effect it might have on the long-term rate. 

Mr. Gary. They are advocating a higher interest rate? 

Mr. Kitsy. They feel that the market should be allowed to rise up 
somewhat over the level that the Secretary feels is the proper level. 
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ANALYSIS OF APPROPRIATION BASE FOR 1952 


Mr. Gary. We will insert at this point in the record page 55 of the 
justifications. 
(The matter referred to is as follows:) 


ADMINISTERING THE PuBuiic DEBT 
Analysis of appropriation base for fiscal year 1952 


Regular appropriation, 1951 act (less Public Law 759, sec. 1214 
reduction, $255,000) $50, 250, 000 
Supplemental appropriation for 1951 


Total appropriation, 1951 
Reductions: 
Issuance, servicing, and retirement of savings 


$942, 681 

Issuance, servicing, and retirement of other 
Treasury securities 134, 681 

Verification and destruction of unfit United 
States currency 253, 644 
Maintenance and audit of public debt accounts_ 2, 591 
Promotion of the sale of savings bonds 181, 051 
Executive direction 1, 454 


—1, 516, 102 
Additions: 
Issuance, servicing, and retirement of savings 
ESTER SUR SCN one tata ahs sot mae hr Sp ens SP 280, 200 
Issuance, servicing, and retirement of other 
PRES OROMTIIRN Sou a on kc 221, 654 
Verification and destruction of unfit United 
States currency 90, 746 


Adjustment in base (net) 


Appropriation base for 1952 49, 326, 498 
Appropriation estimate for 1952 52, 900, 000 
Increase over appropriation base for 1952 3, 573, 502 
Increase or decrease from total appropriation, 1951 2, 650, 000 


Comparison of appropriation base with appropriation estimate for 1952 





Appropriation base | Appropraton.st* | merease or decreas 





Activity | 

| Average 

positions} Amount 
| 


} 


Average 


Average 
positions 


Amount positions 


Amount 





Issuance, servicing, and retirement of 
savings bonds 3, 083.3 ($35, 232, 646 | 3, 253.4 ($38, 484, 300 by $38, 251, 654 
Issuance, servicing, and retirement of 
other Treasury securities...._._...__. 962.6 | 7,175,229 962.6 | 7,396, 200 220, 971 
Verification and destruction of unfit 
United States currency _.........._.- 181.0 667, 256 181.0 670, 700 3, 444 
Maintenance and audit of public debt 
269.6 7’ 275.4 997, 900 4 25, 420 
Promotion of the sale of savings bonds. 669.0 | 4,805, 541 , 4, 867, 600 62, 059 
Executive direction 88.0 473, 346 3 483, 300 |-......-- 9, 95 


_ Increase over appropriation base_} 5, 253.5 | 49,326, 498 ‘ . 3, 573, 502 
Adjustment in base (net) +101.5 | +923, 502 a —923, 502 














Total, enpropriation 1951, and 
appropriation estimate for 1952_| 5, 355.0 50, 250, 000 . 4 2, 650, 000 




















Mr. Gary. This page of the justifications shows that your appro- 
priations for last year were $50,250,000, and that you are requesting 
$52,900,000 for 1952, making an increase of $2,650,000. ; 

Mr. Kirtsy. That is correct, sir. 


JUSTIFICATION OF INCREASE 


Mr. Gary. Will you explain the reason for that increase, please, sir? 

Mr. Kitsy. The principal items entering into that are the expected 
increase in the number of savings bonds which will be sold and in the 
number of savings bonds which will be redeemed. We estimate an 
increase of about 18,000,000 issues and 15,000,000 redemptions over 
the volume which has been set up for the current fiscal year. 

There are, of course, a number of plus and minus items which go 
into that computation, but that is the gist of the reason for the 
increase. 

INCREASE IN POSITIONS 


Mr. Gary. You are requesting an increase of 170 average positions 
for the issuance, servicing, and retirement of savings bonds, and 5.8 
average positions for the maintenance and auditing of public debt 
accounts, is that correct? 

Mr. Krispy. That is correct, Mr. Chairman, and offsetting that are 
decreases through adjustment in the base of 101.5 average positions, 
leaving a net increase of 74.4 positions. 

Mr. Gary. Where do those 101 positions go? Were they the items 
that were transferred to the Bureau of Engraving and Printing? 

Mr. Kitpy. That is the aggregate of a number of items, Mr. 
Chairman. The transfer into the Bureau of Engraving and Printing 
represents part of it, another part is the reduction in currency counters, 
and reductions in some phases of savings bonds activity account for 
others. You will note that we have a reduction of $1,516,102, and 
within the confines of that reduction there is a net reduction of 101.5 
positions. 

SALE OF BONDS 


Mr. Gary. What is your present experience with reference to the 
sale of bonds? 

Mr. Kitsy. With respect to the savings bonds there has been a 
rather sharp increase in interest on the part of corporations in either 
reviving or installing the payroll savings plan, and during the last 
few months there have been several thousand corporations which 
have either set up plans, or have augmented existing plans. We do 
not know how many additional people are now in the payroll savings 

lan, but I am sure that it is running into the millions of people. 
That is going to increase very substantially the number of savings 
bonds that are going to be issued in order to supply these people cur- 
rently with the bonds for which deductions are being made from wages. 


DECREASE IN INDIVIDUAL INVESTORS 


Mr. Gary. Are you having much decrease in individual investors? 

Mr. Kitsy. We do not think so, Mr. Chairman. 

Some people naturally are redeeming bonds, but the new issues, 
while they have not compared favorably to redemptions during the 
past year, as they did in previous years, I believe are on the upswing. 
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The Korean situation caused a rather sharp flurry of redemptions. 
As far as our work is concerned, that reached its peak in August, and 
then it has gradually declined from that point. That represented a 
rather sharp flow of capital into the hands of people who felt that if 
they wanted to get a new automobile, a new refrigerator, or a new 
television set, they had better be getting it now before things got 
tighter. So, we did have unusual and heavier redemptions there for 
a period of several months, but it has leveled off now. 


INCREASE OF BOND SALES 


Mr. Gary. You need to increase your sales of bonds in view of 
the present emergency situation; do you not? 

Mr. Kixpy. Yes, sir; I think that is true, but I am told that the 
Secretary has been granted authority to apply another $500,000 in 
the fiscal year 1951 to help to build up the sales-promotion organiza- 
tion. 

PLANS FOR SALES PROMOTION 


Mr. Gary. Can you tell us something now about the plans for this 
sales promotion? 

Mr. Kirtsy. I understand that Mr. Clark is to be here immediately 
after you conclude with me, and Mr. Clark will be able to tell you the 
plans. 

Mr. Gary. He is not here now? 

Mr. Jonnson. No; he is not here yet, Mr. Chairman. He is to 
be here at 2:30. 

Mr. Kirtsy. I know that they have been working very hard on 
plans, trying to devise ways and means to stimulate increased partici- 
pation in the program, and I am sure that when Mr. Clark and Mr. 
Markham come they will be able to give you in detail the latest 
thinking. 


REPORT OF THE HOUSE CIVIL SERVICE SUBCOMMITTEE ON OVERSTAFFING 


Mr. Gary. Did the Subcommittee on Overstaffing of the Committee 
on Civil Service and Post Office make any observations as to your 
Department? 

Mr. Kiisy. They did, Mr. Chairman. The observations appeared 
to us to be rather inaccurate, as well as inappropriate; and, while they 
came up with a net of 341 people which they felt might be dropped 
from our organization by reason of improvements that they suggested, 
we were unable to find any sound basis for the suggestion. 

Mr. Gary. Did you prepare an answer to that? 

Mr. Kixsy. In the letter which the Secretary of the Treasury 
addressed to Chairman Williams, the points with respect to the 
Bureau of the Public Debt were specifically covered. 

Mr. Gary. We have that letter, and the statement with respect 
to your Bureau will be inserted at this point in the record. 

(The matter referred to is as follows:) 


BUREAU OF THE PUBLIC DEBT 


The Bureau of the Public Debt exercises administrative supervision over public 
debt operations. It maintains control over stocks of unissued securities, keeps 
registered accounts, issues registered interest checks, and verifies the authenticity 
and validity of every security redeemed by the Treasurer of the United States. 
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Because of the legal interrelationships public debt accounts are maintained in 
each of the three bureaus of the fiscal service, namely, Bureau of Accounts, Bureau 
of the Public Debt, and Office of the Treasurer of the United States. Each set of 
accounts, however, is maintained for a different purpose in the discharge of 
a different statutory or regulatory responsibility. 

In the Bureau of Accounts, less than half time of 1 person is engaged on public 
debt accounts; in the Office of the Treasurer, there are the equivalent of 13 full- 
time employees; and in the Bureau of the Public Debt about 250. There is no 
overlapping or duplication of functions performed by each organization. 

Under section 10 of the act of July 31, 1894, the Bureau of Accounts maintains 
central accounts relating to receipts, appropriations, and expenditures of all depart- 
ments, bureaus, and offices of the Government, including the public debt. A 
summary account for each outstanding public debt issue is required to be main- 
tained by the Bureau, in order to properly account for al! receipts and expendi- 
tures of the Government. Without such information, the accounts would not, 
of course, reflect the information which the afore-mentioned statute requires. 

The Treasurer of the United States is the fiscal agent for the redemption of the 
public debt. The accounts of the Treasurer are kept on the basis of cash receipts 
and payments made by the Treasurer. These accounts differ from those of the 
Bureau of Accounts in that they account for publie debt receipts and payments 
for each loan by Federal Reserve banks and branches, the principal issuing and 
paying agencies for public debt transactions. These accounts not only serve to 
record the Treasurer’s accountability for receipts and payments, but are also the 
basis for preparing the monthly statement of the outstanding public debt. 

The Bureau of the Public Debt is the administrative organization for public 
debt operations. The Division of Public Debt Accounts and Audit performs what 
might be called administrative controllership functions. The main purpose of the 
accounts maintained by this Division relating to public debt principal is to exer- 
cise administrative control over public debt security stock, security issues, and 
security retirements. The blank stock of securities maintained with Federal 
Reserve banks and other agencies is also controlled by this Division. Another 
function of the Division is to see that the Treasurer’s account is credited for the 
amount of every public debt security sold. Its work is not duplicated in any 
other bureau of the Treasury. 

The statements on pages 88 and 89 of the report with respect to the role of the 
Register are grossly inaccurate. The Register of the Treasury does not maintain 
any accounts of the issue of public debt securities. One of the principal functions 
of the Register is to verify securities charged in the account of the Treasurer of the 
United States as public debt redemptions and coupon interest payments, and to 
make appropriate certification thereof to the Comptroller General of the United 
States. On the basis of the Register’s certifications, credits are allowed by the 
Comptroller General in the account of the Treasurer. These securities and cou- 
pons, as well as those retired on other transactions, are visually examined in the 
verification process. Another function is to maintain custody of publie debt 
securities retired on any account, and interest coupons related thereto, and in due 
course to deliver them for destruction. 

The only accounts maintained by the Register are those showing the securities 
received for examination, custody, and delivery for destruction. These accounts 
serve as controls over the securities and coupons with which the Register is 
charged. His records, and his records alone, reflect in detail the retirement of 
the public debt by serial numbe1s, denominations, and leans. Similar records on 
the issue side are maintained by the Division of Loans and Currency and the 
Federal Reserve banks. Thus the Bureau of the Public Debt has available to it 
the necessary details with respect to every publie debt security issued and retired. 

These records in no wise conflict with or duplicate the administrative security 
control accounts maintained by the Division of Public Debt Accounts and Audit 
which are general accounts supporting the publie debt. 

Location of the Register’s office in the Bureau of the Public Debt makes for 
etonomy and efficiency in operations, since other units of the Bureau may readily 
obtain information relating to the redemption of securities. which is needed in the 
performance cf day-to-day functions. his office has been functioning as an 
integral part of this cperation for many years, and, in the interest of good manage- 
ment, it should not be removed from the Bureau of the Public Debt. 

The United States Savings Bonds Division (p. 88) isa part of the Office of the 
Secretary of the Treasury, and not a unit of the Bureau of the Public Debt. This 
organizational status was accorded the Division in view of the character of its 
sales promotional activities and the fact that it does not handle or service the 
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public debt. Funds for the Division, however, are properly included in the 
appropriation for administering the public debt. The service unit of the Division 
was required to move from Washington at the beginning of World War II, because 
of the lack of space. For administrative control purposes, it was made a part of 
the decentralized Public Debt organization, which was moved from Washington 
to Chieago at thesametime. There are no duplication of work and no economies 
would be effected through a change in the organizational set-up. 

The allegations that the Bureau of the Public Debt (p. 89) is overorganized into 
numerous divisions, sections, units, and subunits, with a system of security 
accounting, checks, and balances which is far beyond normal requirements, might 
be based on a cursory examination of detailed organization, functional, and work 
flow charts, but without further studied analysis. The Bureau is composed of 
only three major divisions. 

In order to operate effectively and efficiently, operating sections have been 
broken into units specializing in related phases of the work. Numerous changes 
in the status of operating units have been made in recent years, including consoli- 
dations, all in the interest of providing a better framework in which to carry on 
the functions of the Bureau. In practically every instance, the units and subunits 
are supervised by a working unit head, and very little, if any, saving could be 
realized by further combining units or subunits under one administrative head. 

The functions of the Bureau require security controls peculiar to the handling 
and servicing of live securities sad the highest degree of accountability over the 
issuance and retirement of the millions of pieces of securities that have been issued 
and retired. 

The Division of Public Debt Accounts and Audit of the Bureau of the Public 
Debt (p. 89) has been responsible for many years for the maintenance of control 
accounts over blank distinctive paper and the audit of work in process at the 
Bureau of Engraving and Printing. Responsibility for these functions was 
reiterated in Treasury Order No. 121, dated July 31, 1950, which was promulgated 
in connection with the transfer of certain functions with respect to the handling 
of distinctive paper from the Bureau of the Public Debt to the Bureau of En- 
graving and Printing under Reorganization Plan No. 26 of 1950. The Division 
of Public Debt Accounts and Audit, of course, received necessary accounting 
documents from various sources in connection with the maintenance of its distince- 
tive paper control accounts and for tue development of appropriate records upon 
which to conduct a sound audit of work in process at the Bureau of Engraving 
and Printing. Neither the Division of Public Debt Accounts and Audit nor any 
other office of the Bureau of the Public Debt, however, prescribed a “system of 
security accounting” to be followed by the Bureau of Engraving and Printing, 
as shown by the chart facing page 89 of the report. 

It is our well-considered opinion that the functions performed by the Division 
of Loans and Currency with respect to the verification of redeemed currency and 
mutilated paper represent the minimum consistent with good management 
principles, having in mind particularly the nature of the material processed. 
The Redeemed Currency Unit of the Division of Loans and Currency verifies 
the lower halves of all United States currency retired from circulation. The 
Mutilated Paper Unit of the Division verifies all work spoiled by the Bureau of 
Engraving and Printing at various stages of production. On the basis of the 
work done by these two units, credit is allowed to Federal Reserve banks and 
branches for unfit currency retired from circulation and to the Bureau of Engraving 
and Printing for work spoiled in process. The functions must be performed in 
some unit of the Treasury. In view of the security-mindedness of the Division 
of Loans and Currency as a whole, it is believed that these functions are appro- 
priately placed and may be more effectively performed from their present organi- 
zational location. The operations conducted by the two units in question are not 
duplicated by any other office of the Treasury. 

The nature of the functions performed and accounts maintained by the Register 
of the Treasury are set forth in our answer to the comments relating to the Regis- 
ter’s office on page 88 of the report. It will be noted that the Register maintains 
only such accounts as are necessary in the performance of his audit functions 
and that they are not duplicated elsewhere in the Treasury. The work performed 
by the Register’s office is essential to proper security management. The Register 
is the final Treasury auditor of paid public debt securities and interest coupons, 
and manifestly must have physical custody of the securities and coupons to 
perform that function. If this work were transferred to other parts of the 
Bureau of the Public Debt, as proposed, neither savings nor increased efficiency 
would result, since, as stated before, functions of a similar character are not per- 
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formed elsewhere and new organization units would, therefore, have to be created 
to do them. 


The report (p. 92) suggests a reduction of 341 employees in the Bureau of the 
Public Debt. As indicated in our comments on the specific suggestions of the 
committee, we do not feel that the suggestions are well taken or that any econo- 
mies would result from their adoption. It happens that there are now 85 fewer 
employees in the Bureau than the 4,632 stated on page 92 of the report, and, of 
course, we will continue to reduce our force if reductions in our workload and 
further management improvements will permit. 

Mr. Gary. Now, if you would like to,make any further statement 
we will be glad to hear from you. 

Mr. Kixsy. There are just two further points on which I would 
like to comment, Mr. Chairman. 

First, the investigators from the committee spent approximately 
5 hours and 15 minutes in the Bureau of the Public Debt, during which 
time they talked with me and with five other officials of the Bureau. 
The talk which they had with me was their initial appearance in the 
Bureau, and they were never back to see me with respect to any of the 
things which they found in the course of their short inquiry. 

The second thing I would like to say is that, while this was supposed 
to be a study of overstaffing, there was no indication that they found 
overstaffing at the Bureau level. I would like to say, Mr. Chairman, 
that one of the reasons we have done as well as we have—and I feel 
that we are at the forefront of management improvements within the 
Treasury Department—is because of the fact that we do have a re- 
markable staff of highly trained, highly intelligent individuals who are 
pulling together all of the time in an effort to find places where im- 
provements can be made. 

We are very proud of our management-improvement achievements, 
and I would like to take occasion to say that I feel that is primarily 
due to the fine staff that I have around me at this time. 


INTEREST ON THE PUBLIC DEBT 


Mr. Canrretp. Mr. Commissioner, what is the interest on the 
public debt today? 

Mr. Kiusy. The average interest rate is 2.224 percent. 

Mr. Canrieitp. And the amount estimated in the current request 
for the new fiscal year is what? 

Mr. Kitsy. The amount of interest? 

Mr. CanrFietp. Yes. 

Mr. Kinsy. For 1952 it is estimated at $5,800,000,000, and for this 
year $5,625,000,000. 

Mr. Canrre.tp. Mr. Kilby, how long have you been an employee 
of the Federal Government? 

Mr. Kiipy. I have been an employee of the Federal Government 
for over 33 years, Mr. Canfield. 

Mr. Canrietp. Then, Mr. Kilby, you recall when $5,800,000,000 
was sufficient to pay for all the cost of running the Federal Govern- 
ment, do you not? 

Mr. Kixsy. I recall when a revenue of $5,800,000,000 would have 
provided the Treasury with a very nice surplus. 

Mr. Canrietp. When was that, Mr. Kilby? 

Mr. Kiipy. In the 1920's. 
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HIGH PEAK OF DEBT AFTER WORLD WAR I 


Mr. Canrietp. What was the high peak of the debt after World 
War II? 

Mr. Kixsy. The high peak was $279,000,000,000 in February 1946. 

Mr. Canrietp. And what was the low peak of the debt after World 
War I? 

Mr. Kixtsy. The lowest point of the debt after World War I was 
$16,000,000,000 in December 1930. 

Mr. Canrretp. After World War II? 

Mr. Kitpy. The lowest post World War II debt occurred in April 
1949—$251 500,000,000. 


STATUTORY DEBT LIMIT 


Mr. CanrFievp. The statutory debt limit is now what? 

Mr. Kinsy. $275,000,000,000. 

Mr. CanFie_p. That is the highest figure allowed by law? 

Mr. Kixisy. The $275,000,000,000 is based on the current redemp- 
tion value of savings bonds. At the time the debt limit was reduced 
from $300,000,000,000 to $275,000,000,000 the method of computing 
liability was changed from the face value to the current redemption 
value. The savings bonds under the limitation in effect during the 
war were carried at full value, which was a somewhat unrealistic 
basis, so the last legislation which applied to the debt limitation 
reduced the $300,000,000,000 to $275,000,000,000, and provided that 
savings bonds would be carried at their current redemption value. 


PLAN TO INCREASE DEBT LIMITATION 


Mr. Canrietp. Do you know of any plan on the part of the Treas- 
ury to ask for any increase in the statutory limitation? 

Mr. Kiipy. I do not think that there is any feeling at this time 
that it is necessary to request any legislation on that point. We now 
have a margin of about $19,000,000,000. 

Mr. Fernanpez. When vou start comparing what the debt was 
away back in the 1920’s with what the debt is today, vou do not have 
a real picture unless you also know what the national income was at 
that time and what the revenues were at that time. 

Mr. Kitsy. That is quite true. 

Mr. Stemrnski. Included in that also would be the population, 
the longevity of persons, pension situations, and the defense commit- 
ments. As the President in his inaugural address admitted, the cost 
of a bomber in World War II was in the hundreds of thousands of 
dollars, and today it is in the millions. There are many things that 
have to be considered other than just the blank statement that the 
public debt is so much. 

Mr. Kitsy. Would you like to have me to insert as many of those 
comparisons as I am able to get? 

Mr. Stemrnskr. I would because I think that they are important 
in view of the clouded statements that are passed around without 
relation to the population, and without relation to the war commit- 
ments, the cost of survival, and without relation to the important 
factor of the longevity of people. It is an unfair valuation. 
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Mr. CanFiEeLpD. Will the gentleman yield? 

Mr. Sreminski. Yes. 

Mr. Canrretp. I just want to point out that our thinking has 
changed in recent years. The late President Franklin D. Roosevelt 
said in 1938 that he thought the country could possibly stand a public 
debt of $50,000,000,000. Our thinking has changed a lot on that 
score, I will grant. 

Mr. Kirpy. Mr. Sieminski, I might state that in December 1930, 
which was the lowest postwar debt after World War I, we had a public 
debt of $16,000,000,000, and the per capita was $129.66. In the 
lowest post-World-War II debt period, in April of 1949, the per 
capita was $1,690.29, which gives you some relationship as between 
debt and population. 


TENNESSEE VALLEY AUTHORITY 


Mr. Sreminski. Yes, and I bring out as an example the obstacles 
that we ran up against in creating the Tennessee Valley Authority; 
and yet out of that debt we have the atomic bomb, and possibly the 
hydrogen bomb, which could not be made without the electrical charges 
that we can get from the Tennessee Valley. It takes electricity to 
make the atomic bomb, and Oak Ridge gets its electricity from the 
Tennessee Valley, which would not be available if the people who 
objected to the Tennessee Valley would have had their way. 

he other question I would like to ask you, sir, is this: We are told 
that the Government is inefficient, especially when it attempts to 
perform a public service. Do you feel that the Treasury’s being 
granted another $500,000 to promote the sale of savings bonds, that 
that $500,000 will represent in sales promotion approximately 4 
percent of the gross sales of bonds, and do you think that the execu- 
tive salaries paid to promote the sales of these bonds will be 9 percent 
or less of the gross receipts from the sale of bonds? I understand that 
some corporations allow 9 percent for executive salaries to create 
gross income. I would like to have that answered to show just how 
efficient we are when we do a job in the Government to promote the 
general welfare. 

Mr. Krispy. It always has been extremely difficult to show in 
dollars and cents the value of a sales promotion project, such as for the 
sale of Government securities. The gentlemen who have had charge 
of the United States Savings Bond Division have always felt very 
proud of the fact that the relationship of their promotion costs to the 
volume of savings bonds sold has been a very flattering figure. Per- 
sonally I am not in any position to say whether the volume of sales 
without a promotion program, or with a rather moderate promotion 
program, would relate to the volume of sales that can be accomplished 
through a more aggressive program such as they are now pointing up. 

Mr. SreMInskI. Without knowing the figures or the facts, you have 
many sources of energy to draw upon today to get the job done. 
You have the element of patriotism. You receive talent free, and 
you receive wounded veterans from hospitals to perform. So I am 
not particularly afraid of the question embarrassmg anyone, except 
that I hope it clears the way and shows that when these jobs are to 
be done the Government can perform in a creditable manner. There 
are many people who feel that programs conducted by the Govern- 
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ment to promote the general welfare are more extravagant or costly 
than if carried on by non-Government agencies, but I do not believe 
that is correct. 

Mr. Kitsy. During World War II the Savings Bond Division had 
millions of people working on a voluntary basis. There were hundreds 
of thousands of people around the country who were out ringing 
doorbells helping to sell bonds, helping to sell their local quotas. 

Mr. Gary. And making speeches, too. 

Mr. Kinrpy. Yes, making speeches and contributing time on the 
radio and advertising in newspapers and Magazines at a cost running 
into staggering figures, which cost the Treasury not one penny, and 
J am sure that as the fervor rises you will have a revivification of that 
sort of program. 

ELECTRONIC COUNTER 


Mr. Fernanprz. When will this machine to classify the money 
that is going out of use be installed? 

Mr. Kitsy. We have some of the machines in operation now, but 
they are still being experimented with. Within a few weeks we expect 
to have the operation on.a full-time basis. That is going to save us 
about 86 people. 

Mr. Gary. What is the method of operation? 

Mr. Kiupy. I would like Mr. Heffelfinger to explain that to you. 

Mr. Herre.trincer. The machine sy al a mechanical principle 
for actually fanning the money so that it can be counted. We re- 
ceive the redeemed United States currency from the Federal Reserve 
Banks in straps of 100 pieces. I might add we get simply the lower 
half and count each piece. This machine will actually fan each piece 
by an air blast. As each piece is fanned it breaks a light beam which 
actuates a counter. The counting mechanism is an electronic device. 
If the counter proves that there are 100 pieces in each strap, the ma- 
chine ejects that strap into what we call the acceptable bin. If the 
counter does not register 100 pieces, the strap goes to a reject bin, and 
we will hand count those to prove whether there are 100 or less than a 
hundred. 

The machine is set to prove to 100 pieces. We expect to get an 
accurate count of about 75 percent the first time the straps go through. 
We intend to run the 25 percent rejected the first time again and get 
about a 90 percent accurate count over-all. We will have to count an 
estimated 10 percent by hand. We will only apply the operation to 
the $1 silver certificates, which account for about 80 percent of all the 
unfit United States currency. 

Mr. Gary. How many of the final packages counted by hand will 
you find correct? 

Mr. Herre.rincer. At the present time the entire operation is 
done by hand. The only check we have on the counters is to place a 
deliberate error in a package. We know from experience that the 
great percentage of those errors are caught and that the people are 
doing a good counting job. 

Mr. Gary. You say that you will still have to count, after using the 
machine, 10 percent by hand? 

Mr. Herrevrincer. That is right. 

Mr. Gary. Of that 10 percent how many do you think will be in 
error and how many will be accurate? 
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Mr. Herrerincer. This is just a rough estimate, but I would judge 
that of the 10 percent, 95 percent would be accurately transmitted by 
the banks and that about 5 percent would show that the banks were 
actually short or over. 


Fripay, Fesruary 16, 1951. 
Unirep Srates Savines Bonps Division 


WITNESSES 


LEON J. MARKHAM, DIRECTOR OF SALES 

BILL McDONALD, EXECUTIVE OFFICER 

BERNARD KRIXTEIN, BUDGET OFFICER 

EDWIN L. KILBY, COMMISSIONER, BUREAU OF PUBLIC DEBT 


PLANS FOR PROMOTION OF SALE OF BONDS DURING 1952 


Mr. Gary. Mr. Markham, we had hoped to have Mr. Clark with us 
today. We understand that he is out of town. 

Mr. Marxuam. That is right. 

Mr. Gary. The committee would like to hear something about 
your plans for the promotion of the sale of bonds during 1952. 

Mr. Marxnam. Fine. I am sorry that Mr. Clark is not here. He 
had planned to be here, expecting that the hearing might be in 
January, and made plans to go away for some badly needed rest. 
He is pretty badly worn out. I do not want you to think that it is 
because of a lack of interest on his part. He needs the rest, and we 
will try to do the job for him today. 

I think that I can tell you in a few minutes what you probably 
want to know. 

As you know, during the past year our job has been one of en- 
couraging thrift and aiding the Secretary in maintaining and increasing 
the distribution of the debt into the hands of the individuals and 
keeping it out of the banking system as much as possible. 

We have been following the promotion pattern of a big national 
drive in the late spring, followed in the fall by what we call a staff 
promotion. You will recall that following that pattern, we put on 
the Liberty Bell drive—the independence drive—last summer, and 
again last fall we launched a staff promotion designed to broaden the 
base of payroll savings in industry as much as possible. 

The emphasis since November has been centered on payroll savings, 
and I think the results have been quite encouraging, and you should 
know some figures. During the calendar year 1950, for instance, we 
sold $3,600,000,000 of E bonds, a total of $6,000,000,000 of the E’s, F’s, 
and G’s combined, and at the close of the year we found outstanding 
some all-time high figures again of $58,000,000,000 total of E’s and F's 
and G’s combined, of which $50,000,000,000 was held by individuals like 
you and me, and of that $50,000,000,000 a little better than $34,500,- 
000,000 was held in the popular E bonds, successor to the original 
“baby bond.” 

It is also interesting to note that of the pieces of E bonds sold in 
1950, 84% percent of those pieces were still outstanding at the end of 
the year, which shows they are being sold to people, by and large, 
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who are good savers and have a disposition to hold these bonds a 
reasonable length of time. The average length of life of the E bond is 
almost 6 years. 

I said we made some progress in that payroll savings drive. Since 
November we have had fragmentary reports from about half of the 

2,500 payroll savings counties. That comprises our industrial market. 
Some 3,600 new companies were induced to install the plan during 
those 2 months, and the total employment of those 3,600 was a little 
over 750,000 persons, showing that they are not all little companies. 
In the steel industry alone 130,000 new participants were signed up in 
that one industry. As I say, those reports are fragmentary and have 
come in from about half the counties so far. 

But with the international situation the way it is, as the Secretary 
has indicated, the series E bonds are now known as Defense bonds, 
although we are not actually printing the word “Defense” on the bonds. 
But in our advertising and publicity copy, when we speak of E bonds 
now, we are speaking of them as Defense bonds because they have 
taken on a new significance in the light of international events. They 
continue, of course, to be a means of encouraging thrift, particularly 
among the wage earners, through the purchase of small denominations 
of E bonds. ‘They continue with added importance as a debt manage- 
ment instrument because under present conditions you readily can 
understand the necessity for maintaining a large proportion of this 
debt in the hands of individuals and out of the banking system. 

But more particularly they take on an added significance as one of 
the important anti-inflationary instruments that we have. With 
overtime coming into the picture, people being drawn back into the 
labor forces in greater numbers, that all adds up to more and bigger 
pay envelopes at a time when a good share of our productoin is being 
turned over to the military. So they take on greatly added impor- 
tance as an instrument of that kind, particularly with regard to the 
wage earner who either saves three, four, or five dollars a week, or 
whatever it may be. With him, it is either the case of saving it or 
spending it, so we feel that there has been greatly added importance 
in that respect. 

Then, of course, as we look ahead to May 1, our tenth anniversary 
of E bonds, we note the maturities as they begin to occur then. I 
think that you are familiar with the volume in which they occur— 
$1,100,000,000 this year, reaching a peak in 1954, and then leveling 
off pretty well to the tune of about $5,000,000,000 or so a year. So 
we see the importance immediately of selling as many bonds as we 
possibly can sell to individuals to help meet those maturities and to 
take care of redemptions as far as we possibly can do it. 

As we look ahead, we are placing particular emphasis and contin- 
ued emphasis, if you please, on the payroll-savings market, and this 
time, with an eye to some 2,000,000 small businesses—we call them 
small—employing in the neighborhood of 15,000,000 persons. That 
gets down to the small-business operation, the operation with 8, 10, 


12, or 15 or 20 employees. It is a greatly scattered market but im- 


portant, and the total figures involved are very significant. So we 
are faced with the job of reaching out to those 2,000,000 small busi- 
nesses. 

We will continue as we have in the past to do that as largely possible 
with volunteer help. As you know, this is in every sense of the word 
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a volunteer program. We have good committees, working committees, 
not paper committees, at the National, State and locel levels. We 
are now looking to the wholesale operation, if you want to call it 
that, that will be necessary to reach 2,000,000 small firms. We will 
have to do that in a sort of wholesale way, and we are looking to 
— of volunteers that we can mobilize in great numbers, such as 
ife-insurance salesmen. 

We have already talked with Metropolitan Life Insurance Co. 
officials and we are looking to them to turn loose on a part-time basis, 
at least, their whole army of insurance salesmen across the country. 
We are looking to groups like the sales executive clubs and organiza- 
tions at the local level. There is a lot of good sales talent there, and 
a disposition on the part of those men now, feeling this is a pretty 
important part of the defense effort, to step in as local organizations 
and take on wholesale jobs for us. 

We will continue to expand that field of volunteers in that way. 
It is also going to be necessary for us to enlarge, if you please, and 
strengthen and make sure that we have men now at the county level 
on volunteer committees that will take their jobs seriously and work 
at them. So we have quite an organizational job to do in addition 
to a sales job. 

The budget that we are bringing to you is $4,400,000. For all 
practical purposes it is the same as we had previously, and this new 
added importance that we have talked about has come into the 
picture largely since we prepared that budget of $4,400,000. We 
would like you to consider that as just keeping us in business. 

Mr. Gary. It is $4,800,000, is it not? 

Mr. Markuam. $4,400,000 of that is really our sales operating 
budget. The additional $400,000 is distribution through the Chicago 
operation—warehousing, shipping of materials, and so forth, so when 
I speak of $4,400,000, I am speaking about the budget that we have 
to make sales from. 

The operation at Chicago is a mechanical one, and we have to have 
that in order to warehouse the material, supplies, and so on. 

Mr. Gary. What is your goal for 1952 on sales? 

Mr. Marxuam. Our goal for the calendar year is to double the 
number of participants in the payroll-savings plan. That is a big job. 
We have not announced that. That is the goal that we are thinking 
of, and that is about where we would like to set our sights. Whether 
or not we will announce that figure as a public goal, [ do not know, 
because we will have to look at it a little bit more, but we would like, 
if we can, to set up the objective for the coming year of greatly increas- 
ing that number of Saceuaiamelin participants on the basis that those 
are the dollars that are really saved or spent. They are double-duty 
dollars in every sense of the word, and we will appeal to the small 
bond purchaser who can be reached more effectively through the pay- 
roll-savings plan where he can buy these bonds through small weekly 
allotments. 

COST OF HANDLING BONDS 


Mr. Gary. One of my constituents sometime ago told me that he 
was at some meeting where the statement was made that the costs 
of handling a $25 bond were more than the Government got for it. 
I took the matter up with the Department. They sent me a letter, 
I think, of the approximate cost. Do you have a cost on that? 
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Mr. Kuxsy. I believe the figure that the gentleman has in mind 1s 
something like 55 cents a bond to cover the cost of issue, service, and 
retiring. 

Mr. Marxuam. Fifty or sixty cents. 

Mr. Gary. Can you get that figure and insert it in the record? 

Mr. Kiusy. Yes. 

(The material referred to is as follows:) 

Approximately 55 cents covers the cost to appropriated funds, on the average, 
for each savings bond. 

Mr. Fernanpvez. Does that include the promotion costs? 

Mr. Kixsy. That is the entire cost to appropriated funds. Lou 
must remember we have a tremendous amount of service performed 
for us that does not cost a cent. The bonds that are issued by some 
25,000 issuing agents are handled without any cost to us, so that the 
actual cost of handling the bond from the cradle to the grave is more 
than the 55 cents. That is the cost to our budget. 

Mr. Marxuam. I might give you an example that I have which 
drives the point home pretty well. We just finished the payroll- 
savings campaign up at the Carnegie-Illinois Steel Co. They have 
approximately 100,000 employees. Eighteen percent of the employees 
were on the plan. In December, when we finished that campaign, or 
possibly early January, their percentage of participation had gone 
from 18, where they started, to 77 percent. That means that 77,000 
out of the 100,000 people in that company are in on the plan. Our 
experience shows that it is going to cost Carnegie-Illinois approxi- 
mately $77,000 a year because it figures out pretty nearly a dollar a 
year per participant for handling. So there is a tremendous con- 
tribution made by industry in that form of which we are not always 
conscious. 

Records are remarkable. Here is the B. F. Goodrich Co. just 
reporting to us in the past months or so that they have gone from ?1 
to 83.3 percent, and they employ 40,000 people. It is results like 
that we are trying to get throughout. 

We have many outstanding examples. The Aluminum Co. of 
America with 45,000 employees has gone from 22.5 to 40-percent 
participation. Here is American Radiator with 19,000 employees 
going from 11 to 51 percent. And the Goodyear Rubber Co., com- 
pared to Goodrich, going from 23.8 to 70 percent with 45,000 em- 
ployees, These are very significant figures. 

I spoke of about 3,600 new accounts employing 750,000 people. 
That means that we have exposed an additional three-quarters of a 
million people in the last 60 days to this plan, and with participation 
figures of this kind you can easily see how that is counting up and 
showing up in our small-denomination sales. 


REPORT OF HOUSE CIVIL SERVICE SUBCOMMITTEE ON OVERSTAFFING 


Mr. Gary. Did the Subcommittee on Overstaffing of the Civil 
Service and Post Office Committee make any criticism of your 
Bureau? 

Mr. McDonatp. No, sir. 

Mr. Gary. Did they come into your Bureau at all? 

Mr. McDonatp. They did, but they made no criticism whatsoever. 


79961—51——_20 
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NUMBER OF PERSONNEL 


Mr. Canrietp. Mr. Markham, how many people are there on your 
staff here in Washington? 

Mr. Markuam. | think 130 in Washington and 405 in the field, 
or a total of 535 people. We maintain an office in each State, as you 
know. About two-thirds of the people are in the field and about 
one-third in Washington. 

Mr. Canrievp. Are all of them paid workers except the Director? 

Mr. Marxuam. Mr. Clark is a volunteer. He draws no compensa- 
tion. He is going on his fifth year as a volunteer. 

Mr. CanFieELp. He is paid his expenses? 

Mr. Markuam. He gets a per diem of $10, and his transportation, 
when traveling. 

RADIO AND TELEVISION 


Mr. Canrietp. Do you have anything new or unique in your 
approach through the various media such as radio and television? 

Mr. Markuam. Yes; we have a very important job to do through 
the media, as you recognize. First of all, if, as, and when the Congress 
authorizes the Secretary to go forward with his plan for extending 
series E bonds as a part of meeting this maturity problem which 
arises May 1, we feel that we are faced with a tremendous—and | 
will not hesitate to use that word—program of educating these 
people clearly on that extension privilege, guarding against misin- 
terpretation of it. It will be very easy, for instance, for someone to 
start the gossip or rumor that the Treasury is using that plan as a 
way of avoiding payment of these bonds. It has sprung up in a 
spot or two. Whether subversive or not, I do not know. 

There will be a great need for using television and radio and all the 
media to bring a clear understanding to the people of the maturities 
plan, if, as, and when the Secretary puts it into effect with the approval 
of the Congress. 

So far as the appeal is concerned, we feel when we appeal to the con- 
sumer, so to speak—the man in the plant who is buying a $25 or $50 
bond on payroll savings—that it has to be largely a self-interest appeal. 
He will want to know what those bonds are going to do for him. He 
will want to know that they are as sound as America itself and that by 
saving each month from his pay check he can build up a good savings 
fund for himself. At the same time, we probably will begin to make it 
clear to him that in addition to that now, when he buys a bond, he is 
performing a very important home-front task, that defense is every- 
body’s job, and that there are certain things that he as an individual 
can do about that defense job, and buying bonds is one of them. 

Mr. Canrie.p. Insofar as your programs on the air and television 
are concerned, are they contributed to a large extent? 

Mr. Markuam. Yes. 

Mr. McDonatp. Yes. We still follow the same procedure that we 
have through the years. All of the time on the air is donated by the 
radio and television stations. We pay for no time on the air. We do 
provide the radio stations with transcribed programs which are paid 
for by us. Films and slides for television, likewise, are paid for by us. 

Mr. CanFiELD. How about newspaper and periodical advertising? 
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Mr. McDonatp. We supply the newspapers and periodicals with 
mats and plates necessary for advertising and they donate the space. 

Mr. CanFrizeLp. Has the technical staff of the Bureau made a study 
of using these bonds in partial payment of salaries? 

Mr. Kiupy. I understand that a bill was introduced to that end 
recently. I do not know that the Department itself has given any 
particular thought to the idea. 

Mr. CanFieLD. You know of no Treasury enterprise of that nature? 

Mr. Kitsy. I know of no Treasury study on that point. 


SAVINGS BONDS PROGRAM 


Mr. Gary. I find this situation, Mr. Markham—and I have been 
running into it the last year or so—that some bankers are hesitating 
more and more to recommend bonds for various reasons. They say, 
in the first place, they are afraid to recommend the purchase of these 
bonds because they might be increasing the opportunity of the 
Federal Government to continue unnecessary expenditures, and, in 
the second place, they question their value as investments because of 
the present inflationary tendency. A man invests his money in 
bonds and when it comes time for him to liquidate the investment the 
money is less valuable. If that continues I am afraid it is going to 
build up a sales resistance that is going to be rather serious. I have 
tried to answer it always with the argument that if they want to 
protect what they have they had better invest in bonds because after 
all that is one way the Government has of financing the defense 
activities, and the sale of these bonds is of vital importance to the 
defense of the country. 

So far as the security factor is concerned, whenever we reach the 
time that the bonds are werthless nothing else will have any value, 
so they better try to protect what they have, by investing in bonds. 
It looks to me like you are going to have to get that story over pretty 
strongly. 

Mr. Marxuam. We have been meeting that objection. We take 
the position there is no hedge against inflation except to maintain the 
financial integrity of the Government. We also point out that a 
dollar taken out of the savings bonds at maturity, or at any other time, 
is the same as a dollar taken out of a bank account, the same dollar 
taken out of an insurance policy, or any other similar type of savings 
or investment. It still pays off a dollar of debt, and it is the dollar 
with which we were doing business at that time. We also point out 
that, like other savings plans, a dollar that goes into a savings bond 
will in a period of years likely be an average dollar and not all 1950 
dollars or 1932 dollars. By and large, it will be an average dollar for 
a man that continues that program over a period of years. For a 
man who buys savings bonds for 10 years, they do not all mature at 
the same time. They mature, likewise, over a 10-year period and 
there is no reason to assume he is not going to have an average dollar 
over a period of 10 years in which those bonds mature. 

We also point out that that objection, if you want to call it that, is 
what we call a top management objection. It comes from bankers, 
corporation presidents, and the top echelon, so we point out that you 
also have to draw a line, and on one side you put the saver and on the 
other side the investor. 





306 


As I said previously, a saver who buys E bonds from the pay-rol! 
allotments of three or four or five dollars each week, does one of two 
things with his money—either spends it or saves it. The value of the 
thing he buys should he elect to spend it certainly depreciates rapidly. 
He can buy a new automobile, refrigerator, or what have you, with 
the dollars, and surely he will get some use out of it; but what is that 
worth, not 10 years from now, but 2 years from now? So it is a case 
of people saving money or spending it, and when I look at the various 
types of savings I see there are few programs which enable the worker 
in a plant to ete now with $2 or $3. He will not go to the bank 
with $2 or $3 to open up an account; he says, “I am going to wait 
until I get $25 or $50.” He never gets it. 

Here is a program by which he can start today with $2 or $3. It 
is a program that he likes. To him it is just a good savings program. 
It is not an investment program. We draw those distinctions. You 
are absolutely right, Congressman Gary; this is a very important 
matter that we are up against today. 

I look at the record, I see that we have a good climate but bad 
weather right now. You cannot get degrees of participation like this 
unless your program is acceptable to the people by and large. When 
we say that people are hesitant, I want to know who we mean by 
“the people.”” The boss man maybe, but are the 10,000 employees 
in the plant? 

So our job is to sell the boss on putting the plan in. He is very 
surprised when he sees what happens. 

Mr. Gary. Do we still have a postal-savings plan now? 

Mr. Krixsy. In the Post Office Department? 

Mr. Gary. Yes. 

Mr. Kixsy. I think $2,500 is the limit on that. Does that answer 
the question? 

Mr. Gary. Then they still sell the postal-savings bonds as well 
as the Treasury bonds? 

Mr. Kitsy. They do not sell the bonds. It is a deposit plan, as | 
understand it. You make deposits in the Postal Savings System. 

Mr. Gary. And they pay interest? 

Mr. Kitsy. Yes. The current rate of interest is 2 percent. 

Mr. Gary. They used to sell bonds. 

Mr. Kirtsy. The Postal Savings Bonds were discontinued in 1935. 


SUMMARY OF SALES AND REDEMPTIONS 


Mr. Gary. Will you please furnish us with a table showing a sum- 
mary of savings bonds sales and redemptions for calendar year 1950? 
(The material referred to is as follows:) 
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Monpay, Fesruary 19, 1951. 


BUREAU OF THE MINT 


WITNESSES 


MRS, NELLIE TAYLOE ROSS, DIRECTOR OF THE MINT 
LELAND HOWARD, ASSISTANT DIRECTOR OF THE MINT 
TIMOTHY RUSSELL, CHIEF ACCOUNTANT 


SALARIES AND EXPENSES 


Funds available for obligation 





1950 actual] | 1951 estimate | 1952 estimate 





DIRECT OBLIGATIONS 


| 
| 


Appropriation or estimate ‘ j $3, 990, 000 
Transferred to— | 
“Fund for management improvement, Executive Office 
of the President,’’ pursuant to 63 Stat. 870_- Pi rE RET 
“Salaries, Office of Secretary of the Treasury,’’ pursuant 
to 63 Stat. 363, 882 ew Fi ‘ 
‘Salaries, Office of Administrative Services,” pursuant to 
Publie Law 583____. 
“Salaries and Expenses, “Bureau of Customs,’ 
to Publie Law 583__ 
“Health service programs, Treasury Department,” pur- 
suant to Public Law 583. aes 





4, 030, pen 
—201, % 








Obligations incurred ___-_ iit ania ‘ al 
Comparative transfer from “Miscellaneous expenses, Treasury 
Department”’__. Pee CEE ERE S SE ONS Fo SEY 





Total direct obligations 3. 830, 123 





REIMBURSABLE OBLIGATIONS | | 


Reimbursements for services performed seal 230, 018 150, 000 | 
Payments received from non- Federal sources 851, 762 170, 000 | 





Total reimbursable obligations_____- Reset. t3% , » 78 320, 000 | 100, 000 


Petel eieniees.0.. ke + 4,911, 1, 908 | 4, 100, 000 4, 090, 000 
| 








Obligations by activities 








Description | 1950 actual | 1951 estimate | 1952 estimat 


DIRECT ORLIGATIONS 


. Manufacture of coins (domestic) |} $1,417,179 | $1,872,900 | $1, 944, 
2. Processing deposits and issues of monet: ary “metals and | } 
Ee = . F | 902, : 845, 300 | 848, 30/ 
. Protection of monet: ary metals and coins.__- ws talkeg liad 3, 215 | 780, 500 | 783, 5 
. Refining gold and silver bullion___- a 9, 346. 300 398, 
. Executive direction 3 ees oe 2, 74: 115, 000 | 115, 
| — 180, 000 — 100, 0 


Total direct obligations. - -- 
REIMBURSABLE ORLICATIONS 


. Miscellaneous work performed for other Government agen- | 
cies . : . raped 230, 018 | 150, 000 | 
3. Manufacture of coins (foreign). --.___- a wae seh 851, 762 | 100, 000 
Total reimbursable obligations........................-.- 1,081, 780 | 320, 00 , 000 





Total obligations... .____- ye oe. 4, 911, 903 4,100,000 | 4,090, 000 


| 
! 








90, 000 


50, 000 
50, 000 
00, 000 


190, 000 
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'R3, 500 
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115, 400 
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Obligations by objects 





Object classification | 1950 actual | 1951 estimate | 1952 estimate 





Total number of permanent positions 39 | 965 | 969 
Average number of all employees } 926 | 











01 Personal services: | 
Permanent positions 
Regular pay in excess of 52-week base | TaN Gast 
Payment above basic rates. 3 O70 ZB 50, 000 
Payments to other agencies for reimbursable details_- 2, 


$3, — 924 | | $3, 453, 000 





Total pune! services 4, 058, 798 | 3, 503, 000 | 
Travel... é | 37, 048 | 30, 000 | 
25, 910 | 34, 500 
Communication services .| 11, 693 | 15, 000 | 
Rents and utility services j 189, 924 197, 000 | 
Printing and reproduction 9, 978 10, 500 
Other contractual services 16, 212 | 16, 200 | 
Services performed by other agencies 615 500 | 
Supplies and materials | 172,019 | 199, 100 | 195, 000 
Equipment. _-. | 383, 948 90, 000 90, 000 
Refunds, awards, and indemnities.._.------_..-_-_._-_- d 5, 758 4, 200 | 4, 200 





Total obligations. - - 4, 911, 903 4, 100, 000 4, 090, 000 





Mr. Gary. The committee will come to order, and we will take up 
this morning the appropriation estimates for the Bureau of the Mint. 
We have with us Mrs. Nellie Tayloe Ross, whom we are always glad 
to welcome before this committee. 

Mrs. Ross. Thank you. 

Mr. Gary. Mrs. Ross, do you have a statement? 


GENERAL STATEMENT 


Mrs. Ross. Yes; I have a story to tell you that is quite unlike that 
which we had a ye ar ago when we appeared before you. 

You remember, Mr. Chairman, a year ago we reported to your 
committee that the demand for coin had fallen to the lowest level in 
many years; in gbout 10 years. That was before the Korean outbreak, 
At that time we had inventories so large that there appeared to be 
no need of our continuing with the force of workers that we had, and 
there was nothing on the horizon to indicate that there was going to 
be any measurable increase in coinage demand. Therefore, we 
reduced our force by 25 percent that year and promised you that we 
would turn back about a million dollars of our appropriation, which 
we did. 

Well, it was under these conditions that we made up this estimate 
which is before you today, for 1952. 

Concurrent with the outbreak in Korea there started a sharp 
increase in the demand for coins that has continued and has con- 
sumed all our production and all our reserves. 

We had 416,000,000 coins on hand at the start of this fiscal year. 

IT am laying the background for consideration of this estimate by 
explaining the condition that we are in at the moment. This un- 
expected ‘demand for coins continued to increase with the result that 
in the first 6 months of this year it reached the highest level in all his- 
tory, except during the peak years of World War IT. 

So, our position at the moment is that we have exhausted all of our 
reserve of coins, and have produced and sent out into circulation as 
much coin as we estimated would be produced and required for the 
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entire fiscal year. That is to say, we expected we would need 650,- 
000,000 production this year. We have already in the first 6 months 
produced 655,000,000. This production and the reserves we had on 
hand have gone into cire lation totaling 1,050,000,000 coins. As 
you will see this was a very unexpected development. 

That being true, and in view of the conditions of the moment, the 
large program of defense on which the Government has embarked, it 
is per all y clear that we cannot expect in the next year, 1952, that 
we are going to be able to get by with a production of 675,000,000 
coins, which is just about what we have already sent out in the first 
6 months of this year. 

I fear that our story will, of necessity, be a little confusing. 

First, however, I think you will want to know how we have met 
this extraordinary demand. You might wonder how in the first 6 
months of the year we could produce as many coins as we had counted 
on making in the whole year. We have withdrawn everybody that 
we possibly could withdraw from noncoinage functions. We have 
resorted to overtime work to a considerable degree. We have shipped 
coins from the Denver Mint into the Atlantic coast area. We have 
secured far greater production from the Denver Mint than ever before; 
more than we expected from that new machinery which you allowed 
us to purchase a couple of years or so ago. Another factor fortunately 
has been that the demand was chiefly for 1-cent pieces, which we can 
produce much faster than we can the silver coins, 


DENVER MINT EQUIPMENT 


I might say that the new equipment at Denver has exceeded all 
expectations in its productive capacity and in its efficiency of operation. 

That machine, however, handles only 1-cent pieces and as I say it 
was fortunate that our demand has been chiefly for 1-cent pieces. So, 
by dropping all of these expansions of which I have told you, we have 
been able to produce this unusual amount of coin. As I say, we have 
drawn every worker away from noncoinage functions, every worker 
that we could possibly draw away, but there is a limit, as you can well 
understand, of the extent to which we can continue doing that. 

Mr. Gary. I did not know 1 cent would buy anything these days. 

Mrs. Ross. Well, you know, there is a great demand for them for 
excise taxes, and State sales taxes. The heavy demand now is for 
l-cent pieces. While that has been true for a number of years, it 
has been heavier this year, relatively, than in previous years. 


DEFICIENCY APPROPRIATION 


What I started to say awhile ago was that we would like to avoid 
having to come before you again later for a deficiency appropriation. 
It must be clear that we cannot hope to supply the country with coin 
through the production of the amount that this estimate calls for, and 
as we have requested with the sanction of the Treasury Department, 
we have requested the Bureau of the Budget to permit us to present 
to you an amended budget which will call for an additional $1,206,- 
000. Unfortunately, that request has not gotten through all of the 
channels necessary to get the final approval of the Director of the 
Bureau of the Budget and have it forwarded to you here, but we have 
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obtained permission to bring it up at this hearing and to discuss it 
7 you. I am sorry that it could not have all been included to- 
ether. 

? Now, we are going to ask for a supplemental appropriation for this 
current year of $330,000 to tide us over to the end of the year. We 
are having to ask for a reapportionment at the moment on a very 
conservative basis to meet our immediate needs. 

I am sorry that we could not have combined this supplementary 
request with the budget as it is put before you now, but I hope you 
will understand that we cannot hope to go through the year 1952 on 
the basis of the production of 675,000,000 coins when we have sent 
out more than that already this year and have come up without any 
inventories. We started the year with this extraordinarily heavy 
inventory of 416,000,000 coins, and we had blanks on hand, and we 
had ingots and strips on hand. Now we have no ingots or blanks 
on hand, and no reserves in coin, and the banks are calling clamorously 
for coins beyond our ability to supply them. 

Now, that is our situation at the moment, Mr. Chairman. 

In the year 1950, last year we had reserves left over that were 
almost as large as the ietinanioand that we sent out into circulation, 


and then in the first 6 months of this year we have sent out twice as 
much coin into circulation as we did last year in the whole year. 


NEW MACHINERY AT DENVER 


Mr. Gary. Tell us something about your new machinery in Denver. 

Mrs. Ross. Well, our new machine is a beauty. It took us a year 
or so to get it into perfect running order. We still think we can do 
things to it that, perhaps, will make it still more efficient and pro- 
ductive, but that machinery at Denver is just wonderful. 

The fact is, Mr. Chairman, that we have revolutionized coinage 
procedures and methods and mechanical improvements in the last 
few years. ; 

About 5 years ago we started an intensive program of improve- 
ment of methods and using improved machinery, which you were 
good enough to grant to us, and that machinery at Denver, which 
includes melting apparatus and rolling apparatus has just proved to 
be beyond our expectations in the way of its productive capacity. 

Mr. Gary. Is Denver the only place where you make pennies? 

Mrs. Ross. Oh, no; I did not mean that, but we produce them 
there in larger volume than anywhere else because of this high-powered 
machinery. We have not the space to put it in in Philadelphia. 
However, we have been working on that problem lately, and we have 
found that we could buy machinery for Philadelphia that carries out 
the same principle as that at Denver, so that we could increase pro- 
duction there. I am very glad to have you bring up that subject, 
Mr. Chairman, because we may lay it before you in due time. We 
have no room for such equipment at the San Francisco Mint. 


NEW MINT IN PHILADELPHIA 


You recall that the Congress has authorized the erection of a new 
Mint in Philadelphia, and has made an appropriation for the purchase 
of the property, but has made no appropriation for building of the 
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structure, so we just assume that the conditions of the present time 


are going to defer the building of that because of the controls on 
building. 


MANPOWER SAVED BY NEW MACHINERY AT DENVER 


Mr. Gary. How much manpower do you save by the use of that 
machine in Denver? 

Mrs. Ross. Well, it takes about five people to operate it, where I 
think it took twice that number before. 

Mr. Howarp. It has enabled us to reduce our cost, we estimate, 
about 32 percent or better. 

Mrs. Ross. We estimate that it has more than paid for itself in 
the savings effected in operating costs. 

Mr. Howarp. Mr. Chairman, to give you some idea of what that 
machine does, in Denver, we used to have a 7-pound ingot that was 
handled by hand over 10-inch rolling mills, and it usually took about 
21 passes of that ingot through the rolls to get it down to the proper 
thickness to make acent. That meant that there was a man on either 
side of the mill, one shoving it into the mill, and one taking it out. 
Since we have put this set-up in, it is all mechanically handled. We 
handle a 400-pound ingot instead of a 7-pound ingot, and no one 
touches it at all. It is all handled by machinery from the time the 
slab first enters the circuit until it comes out on the other end in the 
form of blanks. Now, that is a terrific saving of manpower, and it 
gives us quite an efficient operation. As Mrs. Ross said, we started 
on it right after the war. Really, we first had to start during the 
war. We had to build a wing onto the Denver Mint in order to house 
this equipment. Then we contracted for the equipment. It was a 
revolutionary piece of equipment even in the brass-mill industry. 
It was designed especially for us, and we finally got it installed and 
working in the last couple of years. As Mrs. Ross says, we are still 
working with it. 

Mrs. Ross. Mr. Chairman, inasmuch as it seems probable that the 
construction of a new mint at Philadelphia may be deferred on account 
of the defense needs for building materials, labor, and the like, it may 
become wise action for us to buy equipment for this old mint in 
Philadelphia, of a similar character. [am not prepared to bring that 
up before you now, but I think it is something well worth considera- 
tion because it drastically reduces coinage costs. It is through these 
means that we have been able lately to reduce our costs as substantially 
as we have. 

Mr. Gary. How many actual men does this machine save? 

Mr. Howarp. Offhand, I do not know, because the saving starts in 
the melting department. It saves men in the melting process, and 
where we used to pour hundreds and hundreds of these 7-pound ingots 
by hand ladling we are not pouring the large ingot directly from the 
furnace. In the rolling room it was a physical-handling method 
through many rolls, and now we have two large rolls with no manpower 
used hardly at all, except to push the buttons which operate the 
machines. In the new process there is a great saving in manpower. 

Mr. Gary. You say that there is a 30-percent saving. It is 30 
percent over your previous cost? 

Mrs. Ross. Yes, over our previous cost. 
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Mr. Gary, And you say you manufacture very much more rapidly, 
and also a larger volume? 

Mrs. Ross. Oh, my, yes. 

Mr. Howarp. Yes; that is correct. 

Mrs. Ross. Oh, yes. We can tell you the figures, but I cannot say 
offhand how many men it has saved. 

Mr. Gary. You are putting out greater volume with less labor. 

Mr. Howarp. Yes, greater volume with less labor, and during a 
period of time when we are paying higher wages and so forth, and 
when other costs are going up our coinage costs are going down. 


INCREASE IN LABOR COSTS 


Mrs. Ross. Our labor costs have gone up 75 percent; have they 
not, Mr. Russell since 1946? Do you know exactly? 

Mr. Russetu. We figure that the average wages from 1946 to and 
through the fiscal year 1950 have increased about 63 percent, but the 
increase in the cost of manufacturing a thousand pennies, for example, 
has not been anywhere near that amount. The cost has actually gone 
down. For example, in 1946 it cost $1.59, to mint a thousand pennies, 
and in the first six months of this fiscal year, 1951, it cost about 
$1.32; and this despite the fact that there has been a substantial 
increase in wages between 1946 and 1950. 

Mrs. Ross.- We are producing more coins with fewer people. 

Mr. Russetu. Yes. 

Mr. Gary. Are you running that machine 24 hours a day? 

Mr. Howarp. No, sir. We were running that machine 10 hours a 
day, 6 days a week up until the end of the year. 

Right now we cannot do that for the reason we do not have much 
money left. Under the present law we cannot run a deficiency. In 
other words, we cannot overapportion, so we have cut back to 8 hours, 
5 days a week. 

Mrs. Ross. And yet we are out of coins. 

Mr. Howarp. The banks are having a rush for coins right now. 


TRANSFERRING OF THE PENNY COINAGE TO DENVER 


Mr. Gary. What would be the effect of switching your penny 
coinage from Philadelphia and San Francisco to Denver, and making 
them all on that one machine? 

Mr. Howarp. There would not be a great saving because of the 
shipping cost. The shipping of coins is a costly proposition. We 
have shipped and are shipping from Denver over into what we used to 
classify as the Philadelphia area; that is, the western fringe of the 
Philadelphia area. What we do is take our cost at Denver and add on 
the freight rates—that is, what it costs to ship it—and then follow 
that more or less as a shipping schedule against Philadelphia’s cost. 

Mr. Gary. What does this machine cost? 


COST OF NEW MACHINERY AT DENVER 


Mrs. Ross. About $250,000 besides the installation cost. That 
must have cost about $100,000. 
Mr. Howarp. The total cost is probably $350,000. 
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Mrs. Ross. You asked about singing ovine, We shipped coins from 
the western coast clear up to Boston by boat. During the last 6 months 


we have resorted to every expedient in order to meet our requirements. 


PROPOSED MACHINERY AT PHILADELPHIA 


Mr. Gary. You were speaking of putting some machinery in your 
old building at Philadelphia. 

Mrs. Ross. Yes. 

Mr. Gary. Would that be this new type of machinery? 

Mrs. Ross. It would be on the same principle as that at Denver. 
We have sent our practical men to survey the field to find out whether 
there would be machinery available that could be used at Philade!l- 
phia in the space that can be made available, and we find that there 
= a modified type that is even more productive than the type at 

enver. 

Mr. Gary. Would you be able to use that machinery in the old 
building, and when the new building is erected use it there? 

Mr. Howarp. Yes. We have been trying to secure a new building 
in Philadelphia since 1940. We had a request in for a new building 
when World War II came along. Legislation was reintroduced at 
the end of the war, and then veterans’ housing and so forth came along, 
and they put off the construction of Federal works. We were caught 
there, and just as we get the money this time we are now being put 
off again. We have hesitated to make this outlay for equipment. 
It would be an expensive outlay in Philadelphia because we would 
have to tear out some walls, and the installation cost of this equipment 
is very heavy. We would have to build heavy foundations weighing 
tons to take care of it. It would be better to get into a new building, 
but that is out of the picture now. 

Mrs. Ross. Concerning the practical men who have gone out to 
survey what there is in the market they say that there is no question 
that this equipment could be used in a new building, and would be 
suitable but that it would cost probably nearly twice as much as it 
did when we bought the equipment for Denver because of the increase 
in prices. 

Mr. Howarp. To install that equipment in the Philadelphia Mint, 
we estimate, will run around $750,000. 

Not only have we sent out people to survey the situation, we have 
had eight companies, the largest producers of rolling equipment come 
into our plant. They have all made a survey of the Philadelphia 
plant. We have eliminated them down to two. I will not mention 
their names. We are considering the best product available, we think. 
One of them is the company that built our Denver equipment, and 
the other company is a large rolling-mill fabricator. We have actually 
witnessed, in two of the larger brass companies, the operation of the 
type of equipment that this latter company has installed there and we 
have actually seen this mill set up and in operation. I might say we 
are following outside industry to the greatest extent possible. In 
outside industry they have a much larger volume of heavy work, 
and they can pour and use a larger ingot than we can for this heavy 
work. They pour up to an 800- to a 1,000-pound ingot. 
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SITE OF NEW MINT AT PHILADELPHIA 


Mr. Gary. How far is your new site in Philadelphia from the present 
site of the Mint? 


Mrs. Ross. It has not been purchased yet. 

Mr. Gary. I thought you said it had. 

Mrs. Ross. Several sites have been considered, but it is my under- 
standing that none has been purchased. 

Mr. Gary. I thought you said you had purchased it. 

Mr. Howarp. The money has been appropriated. It took time 
to survey the sites and what have you. The Korean situation came 
on and we dropped out of the picture. 

Mrs. Ross. The Public Works Administration makes the purchases. 
There were several properties submitted for consideration. We have 
been very anxious to have one that had enough ground to permit 
erection of a factory-type streamlined building. 

Mr. Fernanpez. Did you say the Public Works Administration or 
the Public Buildings Service? 

Mrs. Ross. Yes; the Public Buildings Service. 


REDUCTION OF COINAGE PRODUCTION COSTS 


Mr. Howarp. Mr. Chairman, provided the Bureau of the Budget 
passes our supplemental request down here, and the amended 1952 
request, you will see that we have reduced our cost, for example, on the 
l-cent piece from $1.95 a thousand in the fiscal year 1950 down to $1.32 
in those estimates. 

Mr. Gary. But you cannot use that same machinery for producing 
other coins? 

Mrs. Ross. We hope to. We expect that is going to be adaptable 
to the production of nickel and silver coins, but we have to acquire 
annealing equipment before we can hope to use it for those coins. 
That has been purchased, and we hope to have it installed before long, 
and then we will start experimentation. There has been enough ex- 
perimentation at the Denver Mint to give us confidence that we are 
going to be able to use it on nickel and silver coins. 

Mr. Howarp. We have poured some of the larger ingots, and taken 
them to outside industry and had them annealed. We then tested 
and worked them to see if we could go to the larger ingots on silver and 
nickel. We do not know that we can go to a 400-pound ingot and get 
the same efficiency. 

Mrs. Ross. At the San Francisco Mint they are adopting a wider 
ingot than they ever used before, and also in Philadelphia with their 
present equipment they have adopted a larger ingot. 

We have had some very intensive work in all of the mints in the way 
of devising means by which we can increase production and decrease 
the cost of production. If we increase efficiency it reduces the cost. 
That goes without saying. It is work they are doing to improve the 
accomplishments that we have made in the last few years in increasing 
the efficiency of the Mint by the adoption of new procedures. Neces- 
sity, they say, is the mother of invention. The World War gave us 
quite a stimulus of effort in that direction. 





316 


Mr. Howarp. I might say this, too, that the rolling industry—that 
is, as it pertains to cold rolling of metals—has changed considerably, 
and that has changed because of the aluminum fabricators. The 
aluminum fabricators started in with their metals and developed new 
equipment which carried over into the brass field. Our 1-cent piece 
is just brass, so to speak, that is all itis. Prior to that time they were 
hot rolled, and we are getting the benefit of a revolution that really 
came about in inside industry. 


OUTMODED JUSTIFICATIONS 


Mr. Gary. Mrs. Ross, I judge from what you say that the details 
appearing in your justifications are now outmoded and would not mean 
anything. 

Mrs. Ross. Mr. Chairman, the justification as laid before you is 
practically useless, as indicated by the fact that the workload is going 
to be of the amount that it is in 1952. 

Mr. Gary. That is also true of the justifications? 

Mrs. Ross. Yes, sir. 

Mr. Gary. So that there would be no point in putting any of those 
details in the record? 

Mrs. Ross. No. Mr. Fernandez was not in here when I said that 
the Korean situation started the upsurge in the demand for coin so 
that it is at the highest level ever. 

Mr. Fernanpez. I read it in your statement, however. 

Mrs. Ross. Yes. 

Mr. Gary. We will insert at this point,in the record page 259 of the 
budget justification. 

(The matter referred to is as follows:) 


SALARIES AND ExpENSES, BUREAU OF THE MINT 


Analysis of appropriation base for fiscal year 1952 


Regular appropriation, 1951 act (less sec. 1214 reduction, $20,000)__ $3, 780, 000 
Supplemental appropriation for 1951_--_ - 0 


Total, appropriation, 1951 _ ae 000 
Reductions: Manufacture of coins (domestic) - - — - ie, —$31, 072 
Additions: Excess inventory reductions 1951 over 1952 ‘ 80, 000 


Adjustment in base (net) _--~------ 48, 928 
Appropriation base for 1952 3, 828, 928 
Appropriation estimate for 1952_-_- __ 3, 990, 000 
Increase over appropriation base for 1952__._._....----_-.- . 161, 072 
Increase or decrease from total appropriation, 1951 +210, 000 
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Comparison of appropriation base with sppeopriation.¢ estimate fe for 1952 








Appropriation base | Appropriation esti- 


' 
| 
for 1952 | "mate for 1952 | Inerease or decrease 





Activity | | | 
| Average | | Average | Average | 
| posi- | Amount | posi- | Amount | posi- | Amount 
| tions | tions | tions | 





j 
{ 
Manufacture of coins (domestic) - ._---_| 416 | $1,841, 828 | 3 | $1,944,8 g $102, 972 
Proce ssing de posits and issues of mone- | 
| 189 845, 300 89 | 848, 300 | 3, 000 

Protection of monetary metals and | | 

coins -- 80 | 780, 500 | 783, 500 | 0 3, 000 
Refining gold and silver bullion } 3 | 346, 300 | 398, 000 | 15 51, 700 
Executive direction - ees | 2) 115, 000 2 | 115, 400 0 400 
Inventory change......................| — 100, 000 — 100, 000 0 0 


Increase over 2 rhc base 870 | 3, 828, 928 | 912 | 3,990,000 42 161, 072 
Adjustment in base (net)..........-- —18 —48, 928 0 | 0 | 18 48, 928 





Total appropriation 1951, and | | | | 
appropriation estimate for 1952_| 852 ad by » 780, 000 | 912 | 3,990, 000 | 60 | 210, 000 
| | 


Mr. Gary. This page of the justification shows that your regular 
en for 1951 was $3,780,000, and that you are asking for 

$3,990,000 for 1952. 

Mrs. Ross. Yes, sir. 

Mr. Gary. Which gives you an increase of $210,000. Now I 
understand that you will have, in addition to this, a supplemental 
for 1951 and a substitute request for 1952 

Mrs. Ross. Yes; that is correct, $1,206,500 in the amended esti- 
mate which I hope will catch up with this, assuming its approval by 
the Budget Bureau. 


SUPPLEMENTAL FOR 1951 


Mr. Gary. What do you estimate now that you are going to need 
in the way of a supplemental for 1951? 

Mrs. Ross. $330,000. 

Mr. Gary. How much additional will you need for 1952 

Mrs. Ross. $1,206,500, and let me say, Mr. Chairman, i@ a part 
of that goes for wage increases which is something over which we 
have no control; wage increases that have been granted since this 
estimate was prepared. 


CONTROL OF WAGES BY WAGE BOARD 


Mr. Gary. Who fixes your wages? 

Mrs. Ross. The Secretary of the Treasury delegates to a wage 
board the responsibility for making adjustments in the ne ae to 
accord with what outside industry — pays; and, I understand, it is 
mandatory upon us to pay them. ‘This year the increases will ir 
to something over $40,000, and next year to $106,500. Of this 
$1,206,500 that we are requesting of you, $106,500 will go for these 
wages increases. 

Mr. Howarp. I think, Mr. Chairman, we had better explain the 
nature of those wage increases. About 85 percent of our employees 
are per diem employe es, known as wage-board employees. 
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Under the law, their rates of pay are fixed according to the rates of 
pay in the community in which they work. As pay goes up in the 
community, we are supposed to raise their rates. We make a wage 
survey twice a year in order to do this. 

Mrs. Ross. Under the direction of the wage board. 

Mr. Howarp. Yes; under the direction of the wage board; and we 
submit our findings to the wage board, and they approve or disapprove 
them. 

Recently, we have made wage surveys in our service, and we have 
had a new rate set as of a certain date for each institution, but we are 
not paying that rate, and we cannot pay it until Congress provides 
the money for us to pay it. 

Some wage adjustments were effective in December and some in 
January. We always run behind on the money for these wage changes 
inasmuch as we cannot come in here and get money for anticipated 
increases next year, but if the wage rate in outside industry goes up 
we have to follow it. 

Mrs. Ross. Of course, they are paid retroactively to the time they 
were approved by the wage board. 

Mr. PassMan. That is most difficult to overcome. 

Mrs. Ross. Well, I think, Mr. Chairman, that I should tell you 
that this supplementary request that we are making for this year for 
the $330,000 which has already started through channels and the 
additional $1,206,000 we are requesting contemplates our resorting 
to the same measures we have followed the first part of this year, to 
keep concentrating on coinage and deferring the work on every other 
activity possible during the period of the emergency, and it means 
that we have reduced our guard force to the very minimum in order 
to meet the coinage demand. 


LANGUAGE CHANGES 


Mr. Gary. You seem to have some language changes here. 

Mr. Howarp. We have a few; yes, sir. One is to buy a station 
wagon at Fort Knox. 

Mr. Gary. Is that additional? It says here, “replacement.” 

Mr. Howarp. It is a replacement; yes. 

Mrs. Ross. It is a replacement. 

Mr. Howarp. We haul guards from Elizabethtown, Ky., up to 
Fort Knox, which is 17 miles away. 

Mrs. Ross. There are no habitations around the depositary, and we 
have to do that. 

Mr. Gary. It is a replacement? 

Mr. Howarp. Yes, sir; it is. 

Then we have cut out some excess language about the wastage on 
coinage because a provision of law was enacted that enables us to pay 
wastage out of the profit fund on silver coins. It is a revolving fund. 
We can pay it out of that instead of out of the appropriation. 


REPORT OF HOUSE CIVIL SERVICE SUBCOMMITTEE ON OVERSTAFFING 


Mr. Gary. Did the Subcommittee on Overstaffing of the Post 
Office and Civil Service Committee make any findings as to your 
Bureau? 
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Mrs. Ross. That was the Williams subcommittee? 

Mr. Gary. Yes. 

Mrs. Ross. Yes; they did. They made only one comment upon 
our service that was at all adverse. We felt that was due to a mis- 
understanding, for which we may have been partly responsible. We 
may not have presented the facts as clearly as we might have. It 
related to the cost of purchases of the mint. They interpreted our 
statement as referring to our office in Washington solely, while it 
referred both to the field and to the office in Washington. We had 
no chance to explain it or make any correction. We probably should 
have put on a footnote explaining that it referred to the entire field 
and Washington office together. 


Mr. Gary. You answered that report, I take it, which was a part 
of the Secretary’s letter? 
Mrs. Ross. Yes. 


Mr. Gary. We will insert that answer at this point in the record. 
Mrs. Ross. All right. 
(The matter referred to is as follows:) 


Page 71 of the report under the section entitled ‘‘Procurement’”’ contains the 
following statement, which is the only specific criticism of the Bureau of the Mint: 

“Forty percent of the 44,261 purchase orders issued were for amounts totaling 
less than $20. On this portion of the orders, the overhead costs amount to 35 
percent of the money expended. The cost per order in the Bureau of the Mint 
was almost $14. The average cost for the entire department was $7.06.” 

We have checked into the facts on the $14 cost per purchase order in the Bureau 
of the Mint and have determined that the employee who prepared the “‘purchas- 
ing’ form for the Williams subcommittee did not indicate thereon that the 
purchasing officer for the Bureau of the Mint performs duties in addition to 
those shown on the form, i. e., issuance of 371 purchase orders. The committee’s 
figure of $14 was derived by dividing the purchasing officer’s annual salary, 
$5,188.49, by the number of purchase orders issued in the Washington office—371. 
However, the fact is that this employee supervises the purchasing for the entire 
mint service, by reviewing and passing upon purchase requests from the mints 
at Philadelphia, San Francisco, and Denver and the assay offices at New York 
and Seattle. Because of the special nature of its operations the mint service is 
excepted from the usual requirement that the General Services Administration 
make most of its purchases and, consequently, the mint writes its own specifica- 
tions and makes its own arrangements for the purchase of necessary specialized 
equipment and supplies. During the fiscal year 1950 the mint service purchased 
more than $500,000 in specialized equipment and supplies, varying from such 
items as specially designed crucibles for electric melting furnaces, to complex 
annealing and cleaning equipment capable of daily handling many tons of coin 
planchets. This same employee is also responsible for issuing general purchasing 
instructions to the field offices and for coordinating the purchasing activities of 
the mint service with the policies prescribed by the General Services Administra- 
tion. In addition to the supervision of the mint’s purchasing this employee is 
called upon to perform other duties relating to the administration of the mint 
service, varying from making arrangements for disposal of surplus mint property 
to serving on annual settlement committees at the mints and assay offices. Thus, 
we feel that an erroneous picture was presented by forwarding a form to the 
subcommittee which showed the issuance of 371 purchase orders against a total 
annual salary cost of $5,188.49 without qualifying these facts by means of a 
footnote or other explanation along the lines presented above. As a practical 
matter, it is obvious that the Director’s office in Washington with 50 employees 
would not require the employment of a GS-9 purchasing officer to obtain its 
office supplies. 


Mr. Gary. Would you like to make any further statement in refer- 
ence to it? 

Mrs. Ross. No, sir. 

Mr. Gary. How long were they in the Bureau of the Mint? 
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Mrs. Ross. Mr. Russell, do.you remember just how long they were 
in our Bureau? 

Mr. Russexu. No, I was not present when they visited our office. 

Mr. Howarp. The committee called on the Director and myself 
one afternoon and introduced themselves and said they would be 
back, and we have never seen them since. 

Mrs. Ross. I thought perhaps they had come into Mr. Russell's 
office. 

Mr, Gary. Did they visit any of the mints at all? 

Mr. Howarp. None whatsoever. 

Mrs. Ross. Before we close I would like to ask our Chief Account- 
ant if he thinks of anything that is pertinent that we have overlooked 
mentioning to you in regard to this budget? 

Mr. Russexu. No; I do not think of anything. 


DEMAND FOR COINS 


Mr. FrernaXpez. Governor, I have been reading in the papers 
about a drive to get pennies out of the piggy banks, the jelly jars, and 
other saving devices. Who is doing that? 

Mrs. Ross. Mr. Fernandez, we have taken no formal action such 
as we did during World War II, when I wrote to colleges and high 
schools all over the country asking that the students cooperate by 
calling upon people to release coins that they had in pots, jars, and 
little banks in their homes. It was very helpful. We have men- 
tioned it to different people, you know, reporters and the like, and 
there has been some discussion about it over the radio; I think prob- 
ably that is what you have heard. 

Mr. Frernanpez. No; I read it in the newspapers, and saw a 
picture of one little boy who had a pan full of pennies, and I under- 
stood from what I read that that is being done by the Government 
in order to get copper back which is needed for the war. 

Mrs. Ross. Mr. Howard said the Federal Reserve Bank of New 
York has started a drive. I had not noted it. 

Mr. Howarp. The Federal Reserve bank; yes. 

Mr. FERNANDEZ. Yes. 

Mr. Howarp. You may wonder why we did not start that drive. 

Mr. Frernanprez. No; what concerns me is what is being done 
with those pennies. Are they melted up for other purposes? 

Mrs. Ross. No; the idea is just to get them back into circulation. 

Mr. Howarp. To get them back into circulation to relieve the 
demand on the mint. 

Mr. Fernanpez. That would be fine, but I had the impression 
that they were going to melt them up and use them for other purposes 
which would seem very foolish to me under the circumstances you 
presented kere this morning. 

Mr. Howarp. Mr. Fernandez, if they did that the copper would 
cost them $1.45 a pound, and the market price on copper is about 
24°%4 cents. You see, we can take a pound of copper alloy and make 
145 cents out of it, so anybody gathering them up and melting them 
for the copper content would be paying $1.45 for the copper. 

Mr. Fernanpez. Will that drive relieve you somewhat in this great 
demand for coins? 
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Mrs. Ross. Yes; it probably will have some effect. It was appre- 
ciable in World War II, when we made the call on the people to release 
coins. 

Mr. Fernanpez. Mr. Howard, you started to say we were prob- 
ably wondering why vou have not done something. 

Mr. Howarp. Well, one reason is you can wear campaigns out with 
the public, and No. 2, we do not know whether we are in our worst 
shape yet. In other words, we are limping along so far, and we may 
get to the point where we will really need a campaign. 

Mrs. Ross. We might make the story more impressive a little 
later on. 

Mr. Canrre_p. Governor, you emphasize that this almost unprece- 
dented demand for coins is due to the Korean situation. Will you not 
elaborate on that? 

Mrs. Ross. I do not think that I am competent to say positively 
that it is due to the Korean campaign, but it seems a reasonab'e con- 
clusion since the increased demand started about the time of the Korean 
outbreak and the Government’s announced plan, you know, to build 
up its defenses in a fairly large way, which stimulated buying too, you 
know, all over the country by many people, and it just seems to be a 
natural conclusion that that would be the cause of this very sharp and 
somewhat sudden increase in the requirement for coins, and it is still 
going on. 

Ordinarily after Christmas we have such a drop in the demand that 
there is practically nothing going on for awhile in the wav of co’nage 
orders coming in, but now, and in this post-Christmas period they are 
still coming in on the books, and they are still calling for them beyond 
our capacity to produce them with the funds we now have. Does that 
answer your question, Mr. Canfield? As I say, I am not capable of 
saving positively it is the defense program, but it just seems to me a 
reasonable conclusion. 

Mr. Gary. It is possibly due to increased spending. 

Mrs. Ross. Yes; undoubtedly. 

Mr. Canrie.p. The spending has been spurred on by the defense 
program. 

Mrs. Ross. Yes; evidently. 

Mr. Howarp. And to some price changes. 

Mrs. Ross. I was going to say ordinarily the demand for coins goes 
up and down with the ups and downs of business activity. If business 
activity declines the demand for coins declines with it, although in the 
year 1950 when we came before you and reported a decrease in the 
demand for coins business was pretty good then. We thought that 
the reason orders were not heavier must be because we had made and 
sent into circulation such an enormous amount of coins during the 
war. 

Mr. Howarp. Out of that 1,050,000,000 coins that we have 
delivered in the first 6 months of the year 792,000,000 were 1-cent 
pieces. 

Mr. Canrie.p. Governor, you told us about these demands being 
extraordinary during the first 6 months of the current fiscal vear. 
May I ask how long the Bureau of the Budget was aware of this 
problem? 

Mrs. Ross. From time to time we have conferred with the Bureau 
of the Budget on this matter. 
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Mrs. Ross. Mr. Russell, do.you remember just how long they were 
in our Bureau? 

Mr. Russgeiu. No, I was not present when they visited our office. 

Mr. Howarp. The committee called on the Director and myself 
one afternoon and introduced themselves and said they would be 
back, and we have never seen them since. 

Mrs. Ross. I thought perhaps they had come into Mr. Russell's 
office. 

Mr. Gary. Did they visit any of the mints at all? 

Mr. Howarp. None whatsoever. 

Mrs. Ross. Before we close | would like to ask our Chief Account- 
ant if he thinks of anything that is pertinent that-we have overlooked 
mentioning to you in regard to this budget? 

Mr. Russevzt. No; I do not think of anything. 


DEMAND FOR COINS 


Mr. FrernaXpez. Governor, I have been reading in the papers 
about a drive to get pennies out of the piggy banks, the jelly jars, and 
other saving devices. Who is doing that? 

Mrs. Ross. Mr. Fernandez, we have taken no formal action such 
as we did during World War II, when I wrote to colleges and high 
schools all over the country asking that the students cooperate by 
calling upon people to release coins that they had in pots, jars, and 
little banks in their homes. It was very helpful. We have men- 
tioned it to different people, you know, reporters and the like, and 
there has been some discussion about it over the radio; I think prob- 
ably that is what you have heard. 

Mr. Fernanpez. No; I read it in the newspapers, and saw a 
picture of one little boy who had a pan full of pennies, and I under- 
stood from what I read that that is being done by the Government 
in order to get copper back which is needed for the war. 

Mrs. Ross. Mr. Howard said the Federal Reserve Bank of New 
York has started a drive. I had not noted it. 

Mr. Howarp. The Federal Reserve bank; yes. 

Mr. Fernanpez. Yes. 

Mr. Howarp. You may wonder why we did not start that drive. 

Mr. Frernanprez. No; what concerns me is what is being done 
with those pennies. Are they melted up for other purposes? 

Mrs. Ross. No; the idea is just to get them back into circulation. 

Mr. Howarp. To get them back into circulation to relieve the 
demand on the mint. 

Mr. Fernanpez. That would be fine, but I had the impression 
that they were going to melt them up and use them for other purposes 
which would seem very foolish to me under the circumstances you 
presented here this morning. 

Mr. Howarp. Mr. Fernandez, if they did that the copper would 
cost them $1.45 a pound, and the market price on copper is about 
24% cents. You see, we can take a pound of copper alloy and make 
145 cents out of it, so anybody gathering them up and melting them 
for the copper content would be paying $1.45 for the copper. 

Mr. Fernanpez. Will that drive relieve you somewhat in this great 
demand for coins? 
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Mrs. Ross. Yes; it probably will have some effect. It was appre- 
ciable in World War II, when we made the call on the people to release 
coins. 

Mr. Fernanpez. Mr. Howard, you started to say we were prob- 
ably wondering why vou have not done something. 

Mr. Howarp. Well, one reason is you can wear campaigns out with 
the public, and No. 2, we do not know whether we are in our worst 
shape yet. In other words, we are limping along so far, and we may 
get to the point where we will really need a campaign. 

Mrs. Ross. We might make the story more impressive a little 
later on. 

Mr. Canrre.p. Governor, you emphasize that this almost unprece- 
dented demand for coins is due to the Korean situation. Will you not 
elaborate on that? 

Mrs. Ross. I do not think that I am competent to say positively 
that it is due to the Korean campaign, but it seems a reasonahb’e con- 
clusion since the increased demand started about the time of the Korean 
outbreak and the Government’s announced plan, you know, to build 
up its defenses in a fairly large way, which stimulated buying too, you 
know, all over the country by many people, and it just seems to be a 
natural conclusion that that would be the cause of this very sharp and 
somewhat sudden increase in the requirement for coins, and it is still 
going on. 

Ordinarily after Christmas we have such a drop in the demand that 
there is practically nothing going on for awhile in the wav of co'nage 
orders coming in, but now, and in this post-Christmas period they are 
still coming in on the books, and they are still calling for them beyond 
our capacity to produce them with the funds we now have. Does that 
answer your question, Mr. Canfield? As I say, I am not capable of 
saving positively it is the defense program, but it just seems to me a 
reasonable conclusion. 

Mr. Gary. It is possibly due to increased spending. 

Mrs. Ross. Yes; undoubtedly. 

Mr. Canrie_p. The spending has been spurred on by the defense 
program. 

Mrs. Ross. Yes; evidently. 

Mr. Howarp. And to some price changes. 

Mrs. Ross. I was going to say ordinarily the demand for coins goes 
up and down with the ups and downs of business activity. If business 
activity declines the demand for coins declines with it, although in the 
year 1950 when we came before you and reported a decrease in the 
demand for coins business was pretty good then. We thought that 
the reason orders were not heavier must be because we had made and 
sent into circulation such an enormous amount of coins during the 
war. 

Mr. Howarp. Out of that 1,050,000,000 coins that we have 
delivered in the first 6 months of the year 792,000,000 were 1-cent 
pieces. 

Mr. Canrietp. Governor, you told us about these demands being 
extraordinary during the first 6 months of the current fiscal year. 
May I ask how long the Bureau of the Budget was aware of this 
problem? 

Mrs. Ross. From time to time we have conferred with the Bureau 
of the Budget on this matter. 
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REDUCTION OF 1950 APPROPRIATION 





Mr. CanFiEeLp. One of the reasons I asked is that the Bureau of 
the Budget in dealing with the appropriations for 1951 reduced you 
$20,000. 

Mrs. Ross. I believe this was made prior to this picture. 

Mr. CanFige.p. That was before October? 

Mr. Russetu. I remember the circumstances respecting the 
$20,000. The Bureau of the Budget was required to apply that cut 
under section 1214 of the Gener af Appropriation Act, 1951 and the 
Treasury Department got a certain amount of the total which they 
had to absorb. The budget people felt it would be necessary to apply 
at least some token amount of the savings to the mints’ appropriation 
since, at that time, no one could say positively that the coin demand 
would increase to a point where we could not save $20,000. But we 
later filed a form 132 with the Bureau of the Budget to release that 
$20,000 and we understand it will be returned to us. It will un- 
doubtedly be returned if they approve our request for supplemental 
funds for the current fiscal year, 1951. 

Mrs. Ross. It is my understanding, Mr. Canfield, that the Bureau 
of the Budget is entirely familiar with our situation. 


REQUEST FOR ADDITIONAL FUNDS 


Mr. Canrietp. How long has the Bureau of the Budget had your 
estimate? 

Mr. Russevtu. We submitted it February 7. 

Mr. Canrietp. And the request for the new fiscal year will be 
$1,206,000, I believe? 

Mrs. Ross. The additional sum in the amended estimate which is 
before the Budget Bureau is $1,206,500. 


CURTAILMENT OF EMPLOYMENT IN 1950 


Mr. Canrretp. And you tell us you cut your forces 25 percent this 
last year? Does that include much skilled help? 

Mrs. Ross. Yes. It did. People we were very sorry to lose and, 
in the light of developments, you might think it was a very unwise 
action. 

We had accumulated stocks of coins, practically as large as we re- 
leased for circulation and we could not justify ourselves going on and 
building up more and more coins. That would not be satisfactory to 
Congress to have us do that. There was nothing to indicate there 
would be a very great demand so we did the only thing we could do. 
We cut down expenses by cutting down on the force. 

Mr. Howarp. If we had not made that cut we would have had to 
cut down our deliveries. It would put us in a bad condition to show 
we have more coins on hand than we have delivered. We would 
invariably be asked the question, “You have enough coins on hand. 
Why should we give you the money?” We blocked that inventory. 
It puts us in a very peculiar position. 

Mrs. Ross. Quite a painful condition. It was a painful situation. 

Mr. Canrrevp. Can you get them back? 

Mrs. Ross. We get some. But some had gone into other services. 
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Mr. Howarp. We could not get them. 

Mrs. Ross. How would you feel, Mr. Canfield? Would you feel 
we were justified in keeping trained workers whom we could not 
keep busy? 

Mr. Canrietp. No. I don’t think you could keep them. 

Mrs. Ross. We try to run the mint like a private business. I 
would see the Superintendent and ask him what he would do if it 
was his own business. Would you pay these people if you could 
not keep them busy? 


MACHINERY FOR MAKING DIES 


Mr. CanFiELp. You have these new machines that are adding to 
the efficiency and economy of the Bureau. These machines are built 
in the United States? 

Mrs. Ross. Yes. 

Mr. CanrFretp. You discussed some British machines? 

Mr. Howarp. I think you are thinking of the Janvier machine 
which we had to buy from France. It is a relatively inexpensive 
machine—$20,000. This is a reducing machine for making dies where 
you reduce from the model to regular size. This reduction is from 
about 8 inch to the size of the dies that you are cutting. That 
machine is not built in the United States. The demand for it is very 
limited. There are only one or two machines outside the mint in this 
country. Those are in the medal industry. You cannot buy it here. 
The agent for it is one of the medal companies that use it and you have 
to get it from France. 

Mr. Canrietp. Do you feel we are ahead of other countries insofar 
as our mechanization of your particular industry is concerned? 

Mr. Howarp. We not only feel, but we know it. There are people 
from other countries going through our mint from time to time study- 
ing our methods. In fact, in the past week there has been a man from 
another country in our mint. 

Mrs. Ross. He was perfectly amazed. He said, “I was in Phila- 
delphia’’ and he did not seem to find adjectives to tell us how im- 
pressed he was with the job we are doing. That was the work done 
by our own machinery. 

Mr. Howarp. May I comment a little more on this Janvier 
machine. It used to be necessary in making a die from a model to 
cut it by hand. The work was done by hand. Janvier invented a 
machine on which you put a big model on one side and a finger goes 
over the surface of that model and as it does there is a drill over on 
the other side cutting the same impression in the die. You eliminate 
the hand engraver. When the machine gets through it has traced the 
design on the model over to a blank and cuts it into the die. You start 
the machine and let it run. It will make a complete impression—the 
same design but reduced to proper size. 

Mr. CanFietp. A pantograph? 

Mr. Howarp. That is it, exactly. 


FOREIGN COIN PRODUCTION 


Mr. Canrietp. Is the Bureau now making coins for any other 
country? 
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Mrs. Ross. We have some orders on hand but we have been so busy 
with our own coinage in the first months of this year that we have 
held the foreign in abeyance, for the most part. 

Mr. CanFiELp. Many orders, Governor? 

Mrs. Ross. Yes. 

Mr. Russet. The following countries have recently been negotiat- 
ing for coinage: Honduras, El Salvador, Dominican Republic, Costa 
Rica, Syria, Bolivia and Uruguay. In that number, three orders 
are considered firm at this time: Honduras, Dominican Republic and 
Syria. 

Mr. Canrietp. On what sort of contractual basis are these jobs 
done? 

Mr. Russewu. The first thing we usually receive is an informal 
communication from the embassy in Washington. If it appears that 
the work can be done for the foreign government, then, at a later date, 
a formal request goes from the embassy to the State Department. 
The request has to have State Department approval as well as ap- 
proval of the Secretary of the Treasury. 

Following that, the details of the order concerning such things as 
metals, design, and costs are worked out between our people and 
representatives of the foreign government. There is no formal con- 
tract drawn, as we usually think of a contract. But there is a commit- 
ment that coins will be produced at a certain price. We never give 
them a firm completion date; we try to work their orders in with our 
our production program on domestic coins. 


SOURCE OF METALS 


Mr. CanFieLp. We supply metals for the coins. Where does it 
come from? 

Mr. Howarp. For foreign coinage we purchase the metals for them 
or help them purchase them. For our own coins the metals are 
secured in the following manner: The supply of silver comes from our 
stocks of silver—what we call free silver in the general fund. 

Our alloy metal for our silver coins is procured out of our appropria- 
tion from outside industry. That is copper. That is the only alloy 
in our silver coins. Our minor coins, which are the l-cent and 5-cent 
pieces contain copper, nickel and zinc. We purchase these from a 
fund which is a revolving fund. We purchase these in the metal 
market on a bid basis. 

We are not using any tin at all except a trace. The law reads, “95 
percent copper, 5 percent tin and zinc.’’ We have practically elimi- 
nated tin, using only a trace. 

Mr. CanFiELp. So, how much are we dependent on foreign sources 
in a general way? 

Mr. Howarp. In connection with nickel, the world production is 
about 130,000 tons, of which 80 percent is produced in Canada. I do 
not believe there is any nickel produced in this country. I am pretty 
positive there is not. The copper is produced here because we must 
buy domestic at the present time. There is a duty on foreign which 
we could not pay. Zine the same way. 
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CHANGES IN DENOMINATION AND DESIGNS OF COINS 


Mr. Canrie.p. Is the Bureau sponsoring or supporting any 
legislation for new coins at this time? 

Mrs. Ross. No. Not for new coins. Are you asking about com- 
memorative coins? 

Mr Canrrevp. No; regular coins. 

Mrs. Ross. There was in the Treasury Department itself a measure 
under contemplation but I do not know whether that ever got by the 
Congress or not, giving the President authority to make any emergency 
changes. I do not know the status of that at the moment. 

Mr. Howarp. Mr. Canfield, you are asking about changes in 
designs? 

Mr. CanFieLp. New denominations. 

Mr. Howarp. On denominations we have no legislation on the 
Hill to change them. 

Mrs. Ross. It has been discussed. 

Mr. Howarp. We have been discussing legislation similar to that 
of World War II in case of metal shortage gets worse. 

Mrs. Ross. Authorizing changes in the alloys. That has never 
been sent up. 

Mr. Howarp. That is correct. 

Mrs. Ross. And there are no changes pending in the designs. 
The only coin that is eligible for a change of design now is the 1-cent 
piece, and we have never contemplated taking Lincoln off the 1l-cent 
piece. I think the people of the country would not like that. I will 
tell you confidentially that I think a better portrait of Lincoln might 
be made, but we are not engaged in that right now. 


EXPORTING GOLD 


Mr. Canrretp. How about reports on these extraordinary ship- 
ments of gold abroad? 

Mrs. Ross. There has been a good deal of cireumvention of the 
regulations. Is that what vou are referring to? 

Mr. Howarp. Regular shipments. 

Mrs. Ross. You might discuss that. 

Mr. Howarp. There has been a considerable decrease in our gold 
stocks. You mentioned shipments abroad. Not all of that decrease 
has been reflected in shipments abroad. Much has gone in earmark- 
ings for account of foreign governments with the Federal Reserve 
System. There have been some large shipments out of this country. 
It is a matter of converting dollar balances into gold, and for that 
they are either withdrawing the gold from the country or earmarking 
it here. 

Mrs. Ross. I thought you referred to the smuggling out of gold, 
in bullion. 

Mr. Canrietp. What is the story on that? 

Mrs. Ross. There have been a good many unscrupulous people 
trying to smuggle gold out of the country in order to get the higher 
price for it in foreign markets, representing that it was going for 
industrial purposes which is a legitimate use, as you know. There 
have been violations of that kind, and we are doing our best in con- 
junction with the Secret Service and Customs to forestall and stop it. 
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Mr. Howarp. Mr. Canfield, I might say that that tendency has 
increased since the outbreak of the Korean War because the uncer- 
tainty throughout the word has prompted people to try to get gold 
out of the country. So they are paying a premium. e sell it for 
customary use at $35 per ounce plus a small handling fee. If they 
smuggle it out of the country into some of these other countries, they 
can get $45 per ounce. 

ae Ross. More than that, in some places. 

Mr. Howarp. That has put pressure to get it out, and that is the 
problem and it is worrying us, because we are the ones who have 
control of export licensing. Customs and Secret Service are the en- 
forcement agencies. They have quite a burden. Now they have to 
put more men on it and have not the men available to do it. 

Mr. CanriELp. Governor, you often tell us about the unique type 
of bath that your employees have to take after a day’s work at the 
mint. Are you still saving money therefrom? 

Mrs. Ross. Oh, yes. We are still salvaging all the gold we can 
from every source. We keep all the sweepings from the floor and 
periodically scrape down the walls of the rooms and grind up the 
crucibles and burn up the men’s working clothes, when they are worn 
out. 

Mr. Canrie.p. Even resorting to electronics? 

Mrs. Ross. We would like to. 

Mr. Howarp. We do. 

Mrs. Ross. We have a system of precipitation by which we gather 
gold and silver particles from the air and sink them in a tank. I am 
not expressing it in technical language. It is a system of precipitation 
which we use to gather them. 

Mr. PassmMan. Governor Ross, weren’t you calling in the 1-cent 
pieces you manufactured years ago? 

Mrs. Ross. We are not calling them in. They will come in auto- 
matically by reason of being unfit for circulation. A great many of 
them have come in, and more should come in because they are in very 
bad condition. But now we have such a heavy burden of coinage we 
are happy they do not all come in at this time. 

Mr. PassmMan. You are not manufacturing them? 

Mrs. Ross. Oh, no; we made them only 1 year, during the war. 

Mr. Passman. Are you manufacturing any commemorative coins? 

Mrs. Ross. Not any at all. The last two that passed Congress 
were vetoed by the President. 

Mr. PassMaAn. It takes a special act of Congress for each special 
kind? 

Mrs. Ross. Yes. 

Mr. Passman. You are manufacturing one? 

Mrs. Ross. You are inquiring about a new issue? 

Mr. Passman. Yes. I am referring to the Booker T. Washington. 

Mrs. Ross. We are making the Booker T. Washington coins as 
they require them, but not making any new ones. 

Mr. Passman. Does it increase the cost of manufacture where there 
is a limited number? 

Mrs. Ross. Yes, to some degree, because we do not get them out in 
mass lots. 
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NEED FOR ADDITIONAL EMPLOYEES 


Mr. Passman. It is not my intention to be critical, because I 
think the committee has always commended you on the job you are 
doing, but many departments are installing these new machines, and 
almost without exception they say they are saving millions of man- 
hours of labor, yet they are going into fiscal 1952 with a greater 
number of employees rather than a smaller number. 

Mrs. Ross. If we get this supplementary appropriation, or this 
amended appropriation, we will undoubtedly have to take on a few 
more people to produce the coin that we expect to produce. In 
view of our having made such a drastic reduction in our force last 
year 
’ Mr. Passman. That is brought about by greater demand for coin? 

Mrs. Ross. Yes. You had heard me say we had sent out in the 
first 6 months more coin than we contemplated would be necessary 
for entire 1951. That points to the probability that the demand 
next year will not be less than this. It may be considerably more. 
We do not, however, come before you and tell you we have put in 
improved money-saving devices and still ask for more money to carry 
the same workload. Our chief accountant has just told you how we 
have reduced operating costs by reason of the improved machines. 

Mr. PassMAN. I mention, from the experience I have had where 
departments have saved man-hours, a check reveals the staff still 
increases annually. 

Mrs. Ross. We decreased 25 percent last year and let me ask our 
accountant if we have not decreased it 75 percent, since 1946. 

Mr. Howarpb. We decreased from 4,000 to less than 1,000. We 
have less employees on the roll now than in 1934 so we cannot be 
accused of being in that category. 


FLUCTUATION IN EMPLOYMENT 


Mr. Gary. Can you give us a table showing the actual number 
of employees as of the close of each fiscal year or calendar year, 
whichever you prefer. 

Mr. Howarp. We will give it to you either way. 

Mr. Gary. Over, say, a 5- or 10-year period. 

Mrs. Ross. In the first 6 months we resorted to overtime pay 
rather than bring in many new people. We brought in a handful, a 
negligible number of workers, during the first 6 months but we em- 
ployed overtime. We would not want to follow that as a permanent 
policy. 

Mr. Passman. If you should take 1949-50 as a normal year’s 
operation, with your new machinery you would revert to normalcy 
and would be able to provide the same number of coins with less 
personnel? 

Mrs. Ross. Certainly, we could. 

Mr. Passman. I think it is good for the record to show that, 
because it is not true of all the departments. Some departments say 
they save millions‘of man-hours and show personnel increases annually. 

Mrs. Ross. I am glad to have you ask us that question. 

Mr. Gary. You might answer in that table for the last 5 or 10 
years—and this is when you have your supplemental and additional 
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requests—I think it would be well if you would give us an additional 
table broken down in the months for the fiscal year 1950 and the 
estimate for fiscal 1951 and for 1952. 


Number of employees in the Mint Service during the following years 


June 30— Employees | June 30—Continued Employees 
607 1943 2, 188 

. 1, 853 . 2, 941 

ae AB s KE «ait 400 

1, 212 946_ SF, pha igen, aS | 

1, 068 eee efi BS ELS , 783 

1, 073 , 283 

1, 048 ( SI We eras ge > 

2, 428 1950_- «Re 943 
a iia 1951 (Dee. 31)___-- ae 965 





Number of Mint Service employees on the rolls, by month, during the fiscal year 1950 


Number of Number of 

Month employees Month employees 

OM ADO idiics 65 _.... 1, 264] January 1950 1, 129 

August 1949 ; : .. 1,233] February 1950 ‘ 1, 103 

September 1949_. ops 1, 227} March 1950 oe . 996 
October 1949_ __ _... 1, 224] April 1950 
November 1949. _... 1,202} May 1950 
December 1949 _... 1, 187| June 1950 





Estimated employees during fiscal year 1951 and 1952 
(Based on supplemental appropriation for 1951 of $330,000 and upward amend- 
ment of the pending estimate by $1,206,500.) 


Estimated number on June 30, 1951________-____-_- e 
Estimated number on June 30, 1952 


Mrs. Ross. Don’t you think it is interesting that we have a smaller 
personnel now than at any time since the depression? 

Mr. Gary. We think you have done a very excellent job, Mrs. 
Ross, and I think the committee has shown that by the fact that it 
has been very generous with all your requests. 

Mrs. Ross. You have been, and very understanding. 

Mr. Gary. We thought that you were doing a good job and that you 
are trying to minimize your costs. 

Mrs. Ross. There is nothing I would like better than for the Mint 
to help lighten the burden on the taxpayers. 

Mr. Howarp. Mr. Chairman, I was asked a moment ago about this 
slight deficiency. We tried our best this year to get through without 
a supplement. It is embarrassing to ask for money in a year when 
you turn back money. 

Mr. PassMan. One further observation. I trust you did not 
interpret my remarks as being critical. I think you have done a very 
excellent job. It is not true of the other departments and I think it 
should have been explained. 

Mrs. Ross. I am very glad to have the opportunity to answer the 
questions you ask. 

Mr. James. Governor Ross, I have never understood that the coin- 
ing of the penny was the villain in the play. 

Mrs. Ross. Oh yes. 

Mr. James. If you were not presently overburdened with the need 
for coining of pennies, what would be the situation with respect to 
other coins? 
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Mrs. Ross. I cannot say at the moment. You never know when 
the denominations will shift. Next year the great demand might be 
for 10-cent pieces or quarters. 

Mr. James. I want to go into the question of what this new machin- 
ery you have told us about does. I understand it prepares the metal 
flat or in sheets for stamping. Does the stamping process hold back 
production in relation to the making of sheets? 

Mrs. Ross. We have made advances in the stamping process. 
When I came into the Bureau it was explained to me that it was 
utterly impossible for a machine to strike more than one coin at a 
time—that there was a rocking problem. During World War II about 
the beginning of the period, two of our practical men at the San 
Francisco Mint invented a device to double the output of our coining 
presses. 

Mr. James. But in the ordinary procedure you can stamp coins 
faster than you can produce the flats or sheets? 

Mrs. Ross. We have never fallen behind in the stamping process 
and we can always acquire more presses to stamp them as fast as they 
can make the blanks. 


CONTRACTING IN EMERGENCY FOR ROLLED SHEETS 


Mr. James. That is what I wanted to bring out. That situation 
will always be with us. You are installing faster sheet making 
machinery but it might require overtime to keep up with it in the 
stamping process. Overtime is expensive. The point I want to raise 
is this: Has any consideration been given to contracting for the sheets 


or flats when you have these high peak loads on certain metals? 

Mr. Howarp. We used to contract quite a bit but the material 
cost was greater than when we make it ourselves. 

Mr. James. That might be true on a spot check, but where you 
take overtime, would it still be true? 

Mr. Howarp. I think we can outproduce them. 

Mr. James. Have there been any studies made? 

Mr. Howarp. We make studies comparing our costs with outside 
costs and in our cost we include everything including depreciation of 
equipment. 

Mr. James. And you still find over a period of time—— 

Mrs. Ross. We do not employ overtime except in emergencies. 

Mr. James. I understand that. 

Mr. Howarp. You are from private industry. 

Mr. James. I am—and I am for it. 

Mr. Howarp. Let me tell you something about that. In the first 
place, the Government employee earns slightly better than 2 days a 
month annual leave. If you have a short period of time and you have 
only so much money, if you hire employees you can carry them through 
for 6 months or 8 months. You are controlled by the funds you have. 
If you want quick production it is cheaper to take your old trained 
employees and put them on an overtime basis than it is to bring in new 
people and train them and then let them go. 

Then annual leave enters into it and vacations enter it considerably. 
During this peak period we have two or three vacation days off, 
Thanksgiving Day, Armistice Day, and Christmas Day. What you 
are doing to each new employee is you would be giving him 2 days plus 





330 


annual leave and 1 day each month of vacation. So you have lost 
about 3 days a month for each of those employees to start out with. 

Then we find that on this overtime, it figures out by adding it in 
that your man on overtime earns no more annual leave. He only 
gets so much no matter how he works. We constantly run days and 
we find that, especially on the Christmas holidays it is cheaper to 
employ overtime. 

Mr. Jamzs. You are stating a position. I am stating the reverse. 
In private industry we also have many weeks of vacation and holidays 
and other little gadgets that enter into costs just as you have in 
Government. There may be minor differences. My thought was 
not to add people when you get into a rush point but to have the 
services of contractors available who can carry you over the peak so 
you could maintain a practically even roster of employees over the 
peak. We do that in private industry. 

Mrs. Ross. Of course, you cannot count on always getting material 
from outside when you want it. 

Mr. James. There are a great many rolling mills making fine 
rolled sheets for the graphic arts and other industries; people who 
process copper just as you do. 

Mrs. Ross. During World War II wedid that. We had zinc-coated 
steel fabricated outside. 

Mr. James. Then when you need it it could be taken up. 

Mrs. Ross. We have a great deal of trouble when we require them. 
We had a very hard time keeping a supply going. 

Mr. James. I am not advocating here that contracting be made a 
standard practice. But when an emergency occurs, one part of your 
process could be handled by placing it with commercial companies or 
rolling mills. 

Mrs. Ross. That assumes they would be able to fill the orders. 

Mr. James. They will not be too busy right now. 

These copper mills prepare metal for fine engraving. That is a 
major item in their business and with copper being denied to the non- 
essential crafts these industries will not have as much business as 
they have had during the normal times. It just occurs to me that some 
of your material needs, such as blanks, could be secured in this way, 
and I am not confining them to copper alone. 

Mrs. Ross. It is very interesting. 

Mr. Howarp. We have purchased bronze and nickel blanks from 
outside but we find they run us higher. 

Mrs. Ross. We did it for a considerable time years ago. 

Mr. James. I do not advocate hiring and firing. I believe in having 
a skilled force at a level so that an amount of overtime would always 
be necessary; but the need for mass firing would not be as prevalent 
as where you add to the force in rush periods. If you can get outside 
contractors to take over part of the process it would even your over-all 
workload. 

Mr. Howarp. We had a situation where we had gone steadily up 
to a peak. In 1945 we produced 4 billion coins; 2.6 billion for our- 
selves and 1.4 billion for foreign governments. We hit a peak of 
4,000 employees. We were working a 6-day week for each emplovee. 
After the war both the foreign demand and our demand started to 
fall off. We went down from 2.6 billion to 492 million in 1950. 
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You do not know exactly what to do in a situation like that. You 
might have the demand next year. 

Mr. James. But you cannot count on it. 

Mr. Howarp. It is like being on the tail end of a kite whipping 
around. The public are the ones who demand coins. Coins are 
hard to store. They tarnish. You have to keep them in a vault 
and you have a few million l-cent pieces and you have tons and 
tons of material. 

We try to predict the demand and stay with it. The only way we 
can do that is by hiring and firing. ‘This is no reflection on Congress. 
It rests in the Bureau of the Budget and Mr. Johnson’s office. 

If we come up with an inventory that is larger than our deliveries 
for the past year, there is a tendency to burst us with severe cuts. 
We haven’t a leg to stand on. We say next year we will deliver 
more coins and they say, ‘“‘What persuades you you will make more 
than last year’? Then you get into the realm of predicting every- 
thing. On the coin estimate you can get 75 people in our room and 
you get just as many different estimates. 

' Mrs. Ross. It is interesting that our forecasts over the years have 
usually predicted the demand with fair accuracy. 

Mr. James. You can get that result when you have been in the 
work for a long time. 

Mr. Howarp. A lot of cigarettes were 16 cents about the end of the 
war. In the vending machines they slit the cellophane and put in 
four cents for change. Cost moved to 17 cents; then 3 cents went in; 
18 cents and 2 cents went in; 19 cents and 1 cent went in. Then 
they went to 20 cents. 

I believe that is why our demand was so low last year. Now, I 
think we have hit another cycle of 21 cents and 4 cents in change. 
The chairman asked me did we notice any appreciable difference in 
prices. My youngster paid 6 cents for an ice cream. That is an 
increase of 1 cent over 5. 

Mr. Gary. I think there has been an increase of that kind. 

Mr. Howarp. I think cigars and candy and all small items have 
been increased that way. 

Mr. Gary. I know there has been a great discussion of increasing 
the price of soft drinks. 

Mr. James. I do not think anything I have said should be regarded 
in the nature of criticism. I have rather hoped it would be treated 
as a constructive suggestion. 

Mrs. Ross. Thank you. It is interesting. 

Mr. James. I have never heard anybody in public or private life 
find fauit with the United States Mint. 

Mrs. Ross. Thank you. 


MAKING MEDALS 


Mr. Canrietp. Governor, what medals does the Mint make other 
than commemorative medals issued through special acts of Congress? 
Mrs. Ross. Did you ask me what medals we make? We make 
quite a variety. The Presidential series. There is a medal made 
bearing a portrait of the President marking the administration of each 
President as he comes along. That has been going on since the time 
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“ Washington and also medals of the Treasury and others of military 
1eroes. 

Mr. Canrre.tp. The Congressional Medal of Honor. 

Mrs. Ross. Oh, yes, sir; we make them. 

Mr. CanFigLp. Distinguished Service Cross, and so on. 

Mrs. Ross. Yes; and the special medals authorized by Congress 
such as that for Vice President Barkley some time ago; for General 
Marshall and all of those. We have made military medals from the 
beginning of time, for the Navy, the Coast Guard and the Marines. 
We are not making them now but through World War II we made 
9,000,000 on order at one time and it almost broke our backs. 


POSSIBILITY OF COUNTERFEITING COINS 


Mr. SrieMINsKI. Are many coins turning up in foreign countries 
for conversion into currency—like 50-cent or 25-cent pieces—which 
might be exchanged for dollars? 

Mr. Howarp. There is only one place where any appreciable num- 
ber have been turned in and [| think it is Honduras. 

Mr. Sieminski. It is possible for a foreign mint with skilled help 
to counterfeit coins that could be converted or exchanged for dollars? 

Mr. Howarp. That is right. That is why I mention a country 
sending back half dollars. They were taken down there to build a 
railroad by a fruit company. 

Mr. Sreminski. That is a possibility of the future. 

It may be advisable to limit foreigners visiting the Mint. If you 
had a request from a satellite visitor, diplomacy being what it is, 
would you grant the permission? 

Mrs. Ross. The State Department scrutinizes every request like 
that carefully and we permit no one in the Mints who is not first 
cleared by the State Department. 

Mr. Sreminski. It seems they should get their opinions about ma- 
chinery from the manufacturer, and not from our Mint. 

Mr. Ross. We bear that in mind always when requests come for 
foreigners to visit the Mints. We take it up with the State Depart- 
ment. 

GOLD STOCKS 


Mrs. Gary. In answer to Mr. Canfield, you were talking about the 
regulation of gold. Are you making any gold coin now? 

Mrs. Ross. We are not making any gold coins now except one small 
order. I was talking about our work on bullion. All the gold deposits 
that come in must be melted and assayed. Much of the gold is put 
through our refineries, and in that processing a certain amount of gold 
dust goes off in the air and may cling to the bodies of the workers. 

Mr. Howarp. Mr. Chairman, we have the authority under the Gold 
Reserve Act to make gold coins for foreign governments and once in 
a while we are called on to make foreign gold coins. 

Mrs. Ross. But very infrequently. 

Mr. Howarp. We are making some now. 

Mrs. Ross. We are glad to tell you anything there is to know. 

Mr. Howarp. We are making one small order of gold coins now 
for Syria. 
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Mr. Gary. I was just wondering why you would be making gold 
coins when we have stopped the circulation of them. 

Mr. Howarp. It would only be such a government. It is not 
exactly a coin. It is a disc. 

Mrs. Ross. That is negligible compared with the work we do in 
processing bullion. 

Mr. Sreminski. Are they providing the gold and you doing the 
processing? 

Mr. Howarp. We sell them gold and we have the right to sell 
them gold. 

Mr. Srteminski. What do they give you for the gold? 

Mr. Howarp. They give us dollars. We stand ready to buy all 
gold offered and to sell gold for central reserve. 

Mr. Sieminskt. I see. 

Mr. James. But our gold stock could not be depleted if we pur- 
chased as much or’ more than we sell? 

Mr. Howarp. In 1934, when the Gold Reserve Act went into 
effect we had around 4 billion dollars in gold and we now have around 
22.5 billion. 

Mr. James. We have bought then, more than we have sold. 

Mr. Howarp. We have bought a terrific amount. Today, even 
after the latest drain we have about 65 percent of the known world 
gold reserve. 

Mr. James. Of the world—outside of Russia? 

Mr. Howarp. That’s right. Our gold holdings were down after 
the last war and even after this recent decrease, we still have more 
than we had at the end of the war. 

During the last war, our reserve went down. If a country is 
earning dollars, if they can’t buy what they want here as the case in 
the last war, they sometimes convert their holdings into gold. For 
example, a lot of the South American countries were selling to us and 
not being able to buy, they built up a balance. It is the general 
principle when they build up a dollar balance they convert a part or 
all of it to gold. 

Mr. Srteminskr. The other metals that go into making gold coins— 
they get a machine and with those metals they will start producing 
coins in the amount and sort they need and they convert the dollars 
in this country and use them to defeat us. I wanted to get the cycle 
straight so we are on our guard coinwise as We now are paperwise. 


OVERTIME 


Mr. Gary. How much are you spending now a year for overtime 
pay? 

Mrs. Ross. Well, it is no fixed amount. 

Mr. Gary. Approximately? 

Mr. Howarp. About $170,000. But ordinarily the amount of over- 
time would be confined to this amount, This was for the first 6 
months. ‘This is the amount necessary to repair equipment, emer- 
gency repairs, and so on, and would not run more than $20,000, if that. 

Mrs. Ross. We do not regularly follow the policy of using overtime. 

Mr. Howarp. That is the total amount of overtime. 

Mr. Gary. Suppose we were to put workers on a straight-time, 
44- or 48-hour basis, would that result in a savings to your Bureau? 
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Mr. Howarp. Definitely, if you work them longer hours. 

How are you going to pay them the same pay—not overtime? 
Your costs should be the same. 

Mr. Gary. You would by that action obviate the necessity of 
employing more men or you would save your overtime. 

Mr. Howarp. We do not use overtime as a regular thing. We 
did this time to have a quick shot in the arm. We spend that money 
on overtime instead of hiring employees. We would have had to hire 
them for 2 months and let them go or hire fewer employees and hold 
them during the year. 

Mr. Gary. I am not criticizing your action about overtime. | 
think that was wise. My thought has been for some time that this 
country was not built with a 40-hour workweek and I question very 
seriously whether we can preserve it with a 40-hour week. It looks 
to me as if people will have to work more than 40 hours because we 
are facing an emergency situation that is going to-require sacrifice on 
the part of our people and I am wondering what effect it would have 
on your department if we changed to a 44- or 48-hour week. 

Mrs. Ross. Mr. Chairman, most of our personnel are per diem 
workers and they are paid so much an hour. If we had a 44-hour 
or 48-hour week, it would mean that the elimination of overtime would 
take place to that extent—to the extent that we are now paying for 
time over the 40 hours. 

Mr. Fernanpez. You ask for 42 additional employees. Wouldn’t 
it be wise and couldn’t you employ more on overtime and save getting 
additional men on the payroll, particularly in view of the fact that you 
do not know, and nobody knows, whether this high demand will 
continue? 

Mrs. Ross. Mr. Fernandez, there is every indication now that 
the Government is going to build up our defense projects over a period 
* years. ‘There is no indication that this is a matter of months. Is 
there? 

Mr. Fernanpez. That is true. 

Mrs. Ross. And that apparently has a great bearing now on this 
accelerated coin demand. 

Mr. Fernanpez. It would have a very great bearing at the begin- 
ning, but as you build up your supply of coins and they are distributed 
over the country in large quantities, wouldn’t it follow that you 
would not have to continue coining large additional quantities? 

Mrs. Ross. If we employed overtime it would take a considerably 
increased appropriation to do that. It would be a question whether 
it was wise to use overtime or take on extra workers. We might 
decide it was advisable to employ considerable overtime rather than 
to train new workers. 

Mr. Fernanpez. I think that saving of manpower is almost as 
important as the saving in expenditures at this time. 

Mrs. Ross. We gave a great deal of thought to that—to take on 
workers or employ overtime. 

Mr. Gary. Vou did employ considerable overtime during the war? 

Mrs. Ross. There were departments where we did that, for a time, 
until we recruited enough employees to organize three shifts for 
24-hour operation. 

Mr. Gary. That was a 48-hour workweek and you were paying for 
40 hours regular time and 8 hours overtime? 
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Mr. Howarp. We were operating 7 days a week and we would 
stagger the hours so as not to work anybody over 48 hours. 

Mr. Fernandez, in answer to your question, in the supplementary 
requests that will come down to us this year, we have submitted that 
on the basis of what money we are working for, for coinage will be on 
an overtime basis. 

Our reason on that is this: That will not get down here and be 
approved until some time in April. We are going to try to recruit 
employees then, provided we get this amendment to 52. It will not 
be easy to hire employees in fiscal 1951 unless we can keep them on in 
1952. When the picture straightens out and we get our supplemental 
for this year and adjustment for 1952, we will start in working overtime 
some time in April and will decrease that overtime as we employ 
personnel. 

Mrs. Ross. Of course, if we had known all we know now, we would 
not have our forces as reduced as they are at present. 

Mr. Gary. This much is true also, that before you use overtime 
now you take into consideration you are paying time and a half for 
it. 

Mr. Howarp. Yes. 

Mr. Gary. And you take that into consideration in your cost? 

Mr. Howarp. Yes. 

Mr. Gary. And if you had a 44- or 48-hour week you would not 
have that question. Your cost would be the same for that period of 
time. 

Mr. Howarp. If it was straight time. Yes. 

Mr. Gary. So, to that extent, there would be encouragement to 
employ your personnel 44 hours instead of 40 and they would get 
the advantage of an additional 4 hours’ pay period. 

Mr. Howarp. On the straight time. 

Mr. Gary. Yes. 

It is always a pleasure to see you, Governor Ross, and we are 
delighted to have had you with us. 

Mrs. Ross. Thank you. It has been a pleasure to be here. 


Monpay, Fresrvary 19, 1951. 
OFFICE OF THE TREASURER 


WITNESSES 


MRS. GEORGIA NEESE CLARK, TREASURER 
F. L. CHURCH, DEPUTY TREASURER 

E. DOOLAN, ASSISTANT DEPUTY TREASURER 
W. L. FUNK, BUDGET OFFICER 


Mr. Gary. The committee will come to order and we will take up 
at this time the budget estimates for the Office of the Treasurer. 

We are delighted to have you with us, Mrs. Clark. Mrs. Clark 
has visted my home town since our last hearing. She spoke to 
representatives of the various women’s clubs from all sections of 
Virginia and made a very excellent impression. 

Mr. Canrre.tp. Mr. Chairman, I am so glad to hear that. May 
I say in passing that Mrs. Clark is going to visit my home town 
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about the middle of April. My townspeople are anxiously awaiting 
her and they plan a real reception. 

Mrs. Ciark. Thank you. 

Mr. Gary. They have a treat coming to them. 

Mr. Canrie.tp. I believe that. 

Mr. Gary. Mrs. Clark, would you like to make a statement. 

Mrs. Cuark. Yes. I would, please. 


GENERAL STATEMENT 


Mr. Chairman and members of the committee, I am indeed pleased 
to have this opportunity of coming before you to justify our estimate 
of budgetary requirements for the fiscal year 1952. 

My office, as you know, is the banking facility for the Government 
and as such is strictly a service organization. Our major respon- 
sibility is to facilitate the millions of financial transactions involved 
in the day-to-day business life of the Nation. We cannot control 
the volume of services required of the Treasurer’s Office, but our 
operations must be performed if the Government itself is to fulfill 
the duties and responsibilities essential to the smooth operation of the 
Nation’s economy. 

Determination of the budgetary requirements of this office for 
1952, as contained in the presentation now before you, were based upon 
workload estimates furnished for the most part by all Government 
activities early in the current fiscal year. The change in the inter- 
national situation since that time, particularly over the past 2 months, 
compels us to the realization that this may be only a ‘“‘token”’ estimate. 

I would like to insert at this point that the figures represented by 
the President, in his budget message of January 15, contemplate 
Government expenditures in 1952 to be 78 percent greater than actual 
expenditures in 1950, while the funds requested by the Treasurer's 
Office to service the Federal spending in 1952 are but 7 percent greater 
than actual requirements for 1950. 

In determining the possible effect the change in the international 
situation may have upon the Office of the Treasurer, it would seem logi- 
‘al to consider employment in this office over the period before and 
during World War Il. The records show that the number of employees 
on the Treasurer’s payroll increased from 1,478 on June 30, 1941, to 
3,138 on June 30, 1944. Our 1952 estimate provides for an average of 
1,439 employees, or 5 less employees than provided for the current 
fiscal year. 

There is one point not usually presented for consideration in de- 
termining budgetary requirements, but which experience has taught 
the Treasurer’s Office to be of great importance, that is, the operation 
of the Treasurer’s Office must be recognized as directly contributing 
to defense or civilian requirements essential to any expanded defense 
program, and should be afforded recruitment and procurement priori- 
ties essential to performing the services required. Failure to recognize 
this fact contributed heavily to the excessive backlogs in the check- 
processing and currency-redemption operations during the last emer- 
gency. At one time the backlog in paper checks to be processed 
reached the staggering total of 80,000,000, while the backlog on retire- 
ment of unfit currency exceeded 100,000,000 pieces. The cost to the 
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taxpayer of operating under these conditions is far in excess of the 
cost where operations are performed on a current basis. 

Comparison of the $5,175,000, available for 1951, with the 
$21,000,000 estimated for 1952 shows an increase of $15,925,000. Of 
this amount the actual increase in requirements for services compa- 
rable to those currently being financed from this appropriation is but 
$63,735 which is needed to provide promotions required by law and 
1 day’s pay in excess of 52 weeks. The remainder of the increase, or 
$15,861.265, represents additional requirements under this appropria- 
tion occasioned by Public Law 656, Eighty-first Congress, whereby the 
Treasurer's Office will reimburse the Bureau of Engraving and Print- 
ing for certain work and services heretofore financed from other appro- 
priations. This submission contemplates the absorption of the cost 
of the work performed by the Treasurer’s Office incident to adminis- 
tering that part of the appropriation provided for reimbursement to 
the Bureau of Engraving and Printing. 

While the 1952 estimate actually contemplates a reduction of five 
employees below the number provided for 1951, a general upward 
trend is currently indicated in the volume of services required of each 
activity. It could readily be possible that we have overestimated our 
ability to effect economies in our operations. Even though the work- 
load trend in our major operations has consistently increased over the 
past 3 years, we have had considerable success in developing more 
efficient and economical operations which permitted a reduction in 
employees. This has been due principally to constant study and 
analysis of our operations and increased production standards de- 
veloped by experienced personnel. Should the present emergency, or 
any other contingency, necessitate an active recruitment program, 
costs would immediately increase due to the necessity for training the 
new employees on our operations. 

Requirements for 1952 for new currency to replace soiled and badly 
worn bills withdrawn from circulation and presented for retirement 
have been developed from unit costs furnished by the Bureau of 
Engraving and Printing. No provision has been made for increasing 
the volume outstanding or the standard of fitness. The Secretary has 
already explained the urgency of the currency situation to this com 
mittee. In a letter addressed to your chairman under date of August 
3, 1950, he advised you of the critical situation which existed in 
connection with $1 bills, which represent 86 percent of all United 
States currency. As evidenced by the comparative statement on 
circulation and reserve of $1 bills, appearing on page 98 of the justifi- 
cation before you, the currency situation remains in an extremely 
critical condition at this time. 

We are extremely proud of our success in increasing the business 
efficiency of our operations and the development of substantial 
economies in operating costs. These accomplishments have been 
made possible through the constant study of procedures, not only by 
staff members but by personnel at all levels of the organization. I 
can assure you that our efforts toward providing more efficient and 
economical services will not diminish. 

My comments thus far have been confined to matters relating to 
the appropriation “Salaries and expenses, Office of the Treasurer.’ 
The other appropriation administered by this office, titled “Contingent 
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expenses, public moneys,” provides funds to cover expenses incident 
to collecting, safekeeping, transferring, and disbursing public moneys 
of the United States. 

The Department is, with the approval of the Bureau of the Budget, 
again requesting that this appropriation be given a permanent 
indefinite status based upon the fact that we have no administrative 
control over the volume of currency or coin required in commerce, 
nor do we have any administrative control over the transportation 
rates charged by the post office or the commercial carriers. We do 
everything in our power to hold the volume to the minimum necessary 
to meet actual requirements and to effect shipments by the most 
economical means of transportation. In looking back over the 
records, we find that since 1940 this committee has been called upon 
to consider 10 supplemental or deficiency appropriations. I might 
add that past experience has shown that accelerated defense and 
increased industrial programs will definitely increase requirements 
under this appropriation. 


SALARIES AND EXPENSES 


Funds available for obligation 





. 
1950 actual | 1951 estimate | 1952 estimate 





DIRECT ORLIGATIONS 


Appropriation or estimate 3 $21, 100, 000 
Transferred to— 
“Salaries and expenses, Bureau of Narcotics,”’ pursuant to 
63 Stat. 882 
“Fund for management improvement, Executive Office of 
the President,”’ pursuant to 63 Stat. 870 
“Salaries, Office of the Secretary,’’ pursuant to Public Law 
3 


BTU, sb tislalal dh hats, aide lnk diededs ohahidew vtipretaiade d arate ii alates wiaheles 
“Salaries, Office of General Counsel,’’ pursuant to Public 
ME osc bw nannies com PR SLE 2 PRS 
“Salaries and expenses, Bureau of Accounts,’’ pursuant to 
Public Law 583........-.--. 
“Salaries and expenses, White House Police,’’ pursuant to 
Public Law 583 
“Salaries and expenses, Bureau of Internal Revenue,” 
ursuant to Public Law 583 
ontingent expenses, public moneys,’’ pursuant to Pub- 
SY BUD edo cad thc cn wbabidnuacbithlcabhiek6< Stn ok 


“ 





Adjusted appropriation or estimate 4 
Unobligated balance, estimated savings.....................-- 
Savings under sec. 1214 





Obligations incurred 7 , 175, 21, 100, 000 
Comparative transfer from ‘‘Miscellaneous expenses, Treas- 
ury Department” 





a cc muabemnouaie 21, 100, 000 


REIMBURSABLE OBLIGATIONS 


Reimbursements for services performed “ " 81, 900 














Total obligations 21, 181, 900 
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Obligations by activities 





Description 


1950 actual 


| 1951 estimate 


1952 estimate 





DIRECT OBLIGATIONS 


. Processing checks, deposits, and claims 
. General banking services 
3. Retirement of currency 
. Maintenance of Treasurer’s accounts 
5, Payment and custody of securities 
. Executive direction 


REIMBURSABLE OBLIGATIONS 


. Processing checks, deposits, and claims 
5, Payment and custody of securities 


Total reimbursable obligations 


ORES Bed 1) TE: 5, ee nt 


$3, 408, 566 
334, 520 
537, 748 
390, 638 


99, 862 


$3, 514, 486 
16, 142, 981 
572, 830 
386, 920 
381, 295 
101, 488 





21, 100, 000 





5, 000 





77, 900 
4, 000 





73, 945 | 


81, 900 














4, 955, 999 
1 





21, 181, 900 





Obligations by obj 


ects 





Object classification 


1950 actual 


1951 estimate 


1952 estimate 





SUMMARY OF PERSONAL SERVICES 


‘imate Total number of permanent positions 


1, 461 
Average number of all employees 


1, 404 








Personal service obligations: 


100, 000 


Permanent positions 

Part-time and temporary positions.......................- 
Regular pay in excess of 52-week base___...........-._..-- 
Payment above basic rates 


Total personal service obligations 


$4, 363, 157 


821 


ap bommne 


$4, 652, 014 
25, 000 

18, 089 
2,300 





4, 380, 546 


4, 697, 403 





DIRECT OBLIGATIONS 


Personal services 4, 323, 711 4, 636, 703 
3, 267 3,2 


, 350 





nr nO oeankeete 
CAR ORAOOEION GOT TI0NS 5 8. on eo een sie sn essen 
Rents and utility services 
Printing and reproduction: 

Currency 





Other contractual services 
Supplies and materials 
Equipment 

4, 882, 054 





ee a nn in acre bcm enol 








REIMBURSABLE OBLIGATIONS 


Personal services 56, 835 
Transportation of things ‘ 2, 000 
a an nuieeaspepeieens 150 
Rents and utility services 
Printing and reproduction 
Other contractual services 200 
Supplies and materials 3, 000 
Equipment : 560 


60, 700 
3, 800 
100 


13, 400 
2, 000 


100, 000 200 
3, 200 
500 





81, 900 Total reimbursable obligations 73, 945 


4, 955, 999 





81, 900 








181, 900 Total obligations 








5, 256, 400 | 





Mr. Gary. We will insert at this point in the record the table 
appearing on page 86 of the justifications from which it appears, Mrs. 
Clark, that your appropriation for 1951 was $5,175,000 and the 
requested appropriation for 1952 is $21,100,000, making an increase 
of $15,925,000. 

(The table is as follows:) 
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SALARIES AND EXPENSES, OFFICE OF TREASURER 
Analysis of appropriation base for fiscal year 1952 


Regular appropriation, 1951 act less Public Law 759, sec. 1214 
(reduction: $25,000) 
Supplemental appropriation for 1951______- 


Total appropriation, 1951_____-__-_. 5, 175, 000 
Reductions: 
Processing checks, deposits and claims_ 
General banking services _ ___--_---_-- 
Retirement of currency ----- -- ac 
Maintenance of Treasurer’s accounts _- 
Payment and custody of securities__ 


Additions: 
Processing checks, deposits and claims- 
General banking services wincae, Jae, Jee 
Retirement of currency ---_-- ~~ ------ 27, 131 
15, 861, 865 


— $96, 089 


Adjustment in base (net) - - - saatwasdte ns Bereta AS, 765, 776 


Appropriation base for 1952________. : “20, 940, 776 
Appropriation estimate for 1952__ -_- oS : ._. 21, 100, 000 


Increase over appropriation base for 1952____ ane 159, 224 


Increase or decrease from total appropriation, 1951_____..___-_-_-_. +15,925,000 


Comparison of appropriation base with appropriation estimate for 1952 





| 
Appropriation base | Appropriation esti- | see i 
for 1952 mate for 1952 Increase or decr 


| 
| 
| 
| 





Activity | 
Average | | Average Average | 
posi- | Amount | posi- Amount | posi- | Amount 
} 1 
\_ 
} 


tions tions tions 








Processing checks, deposits and claims. -| 919) $3,404, 813 944) $3,514, sae] 25) $109, 673 
General banking services. __.........-} . 16, 137, 371) 80; 16, 142, » 981. | 5, #10 
Retirement of currency - ‘ oul 7 550, 955 174 572, 830} - ownal 21, 875 
Maintenance of Treasurer's accounts. __| o*K 375, 595 99) " Po a shatage 11, 325 
Payment and custody of securities. --- 5 372, 180) 106} , 295) 9, 115 
Executive direction 99, 862 18) , 488) 1, 626 


Increase over damn base - , 396 “20, 940, 776 1, 421 21, , 100, 000) 25| 159, 24 
Adjustment in base (net) - --- wine 30, —15, 765, 776). | 30} 15, 765, 776 
Total, appropriation 1951, and 


| 
appropriation estimate for 1952 1,426, 5,175,000 1,421) 21, 100, oa! 5} 15, 925, 000 





Mr. Gary. You explained in your opening statement that the major 
portion of this $15,834,134 is due to the fact that the cost which has 
heretofore been borne by the Bureau of Engraving and Printing has 
been transferred to your appropriation? 

Mrs. Ciark. That is right. 

Mr. Gary. Would you ‘like to make any other statement concern- 
ing that table? 

Mrs. Ciark. I do not believe so. 


PROCESSING CHECKS, DEPOSITS, AND CLAIMS 


Mr. Gary. It appears that you are asking for 25 additional em- 
ployees for processing checks, deposits, and claims, that you are 
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5, #10 


L59, 224 
165, 776 
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striking off 30 employees, which makes a net difference of 5. Will 
you explain to us the need for the 25 additional employees for process- 
ing checks, deposits, and claims? 

Mrs. Crark. Mr. Doolan, I will ask you. 

Mr. Doo.an. It is due to an increase in check load. 

Mr. Gary. What has caused that? 

Mr. Dootan. These are the checks to be issued by all the depart- 
ments, including defense and social security. The expanded social- 
security program calls for additional checks. 

Mr. Gary. Do you issue the checks for the additional recipients 
under the Social Security Act? 

Mrs. Ciarx. Not issued, but paid. 


COMPARATIVE TABLE OF PERSONNEL AND NUMBER OF CHECKS, DEPOSITS, 
AND CLAIMS PROCESSED 


Mr. Gary. Have you a comparative table showing the number of 
checks, deposits, and claims for the past 5 years, we will say. Mrs. 
Clark referred to them. 

Mrs. Ciark. The figure on checks paid? 

Mr. Gary. Yes. For the period beginning before the war. Sup- 
pose we take it from 1939, so as to show the last prewar year, and 
through the estimate for the next ensuing year. 

Mr. Dooxtan. We do not have that available here. We can get it. 

Mr. Gary. Will you furnish us with such a table for insertion at 
this point? 

Mr. Doo.an. Yes, sir. 

Mr. Gary. Will you also furnish us with a table showing the number 


of employees for each of those years? What employees are you 
striking off? 

Mrs. Cuiarxk. Will you answer that, Mr. Funk? 

Mr. Funk. We are striking off in general banking service. We have 
a minus eight. 

(The matter referred to is as follows:) 


Comparative statement of workload and personnel requirements on processing checks, 
deposits, and claims in the Office of the Treasurer for the fiscal years 1939 through 
1952 


} Average num- 
{Totalnumber ber of em- 
| ofchecks | ployeeson | Salary costs 
| processed processing 

checks 


Fiscal year 


} 

In millions | | In thousands 
1939 EAD FL NS ERS at eekz i (oF 149 Of tf) SZ. no 
1940 fail cis siete cot oa eel 131 686 | 
1941 oes pedi A A SANE 5 Ae eh cece iia ioedainee 132 | Tae bocn 
Berece shits Ati wil kt a ci daetce 132 946 |... 
(2 eA Ce RS eee 201 , 606 
1944__. eS GTR Be iis) a eee awe z 289 175 
1945 ~tannbetes cabs, hae, A Se adhd Socks esi dass 332 | 601 | 
a ne i 5 ea ke cw is wet 349 613 
_ SEE Seat bist hice Gipaethlud 4 Tes ee 9 260 rt) 
a = EE EEE ORNS BR Ae, ade: | 236 992 
1949__ POESE CEL Ve oaeee oe BE oA i AE ALES. 256 900 
1950 ae ET a se ee ee ee 269 853 
195i (estimated) * NT ARO tet Ae EF ee an 261 SS4 
1952 (estimated) Mhbdde ah adie dickale ake | 276 | 909 


Prpprpppens: 
Ione to ‘ 





Nore.—Personnel requirements to process check payments are contingent upon volume of each type of 
check. Records on funds available or salary costs of this operation not retained for years prior to 1944. 





342 


GENERAL BANKING SERVICES 


Mr. Funx. On activity No. 2, “General banking services,” we show 
a reduction of eight people. That is due to improved collection pro- 
cedure and the utilization of coin and bank-proof machines. 


RETIREMENT OF CURRENCY 


We show a reduction of six on “Retirement of currency.”’ Two 
machines do the work of three people. 

Mr. Gary. Are they the electronic machines? 

Mr. Funx. No. They are electric, but do not use electronic 
principles. 

Mr. Cuurcn. They are the same as those used by the Federal 
Reserve banks. 

Mr. Gary. I thought you had an electronic machine for counting 
the worn bills. 

Mr. Cuurcu. It is only for $1 half notes. 

Mr. Gary. Why could you not also use it in your department? 

Mr. Funx. It was developed wholly for counting $1 half-notes. 

Mr. Dootan. In order to use these electronic machines they cut a 
portion of the bill off. You could not do that with whole bills. Some 
of our whole notes go back into circulation. Some do not. I don’t 
know whether you could say the electronic machine is accurate enough 
for whole-note work. It was developed for half notes only. 

Mr. Gary. What do you mean, “half notes’? 

Mr. Dootan. When notes are sent in for destruction they cut them 
in half and send in one batch and then the other batch. 

Mr. Funk. And the only reason for cutting is to have a clear edge. 

Mr. Dootan. And you have to have a clear-cut edge. That fan- 
ning breaks a light ray and that is the counting device. They cut 
them in half before they are shipped. 

Mr. Funk. They are first perforated and shipped. One-half is 
sent to the bank only and the other goes to the Comptroller of the 
Currency. 

Mr. Gary. And full notes are counted? 

Mr. Funk. No. Only half notes. 

If a discrepancy is found they take the opposite bundles of halves 
and reconcile them. 

Mr. Gary. What counting do you do? 

Mr. Funk. On Federal Reserve notes we do a complete counting. 
All notes received by industrial banks we get the whole notes and 
make 100 percent count whether Federal Reserye or silver certificates. 
The good ones we put out in circulation. Those unfit for further 
circulation we cut in half and follow the same procedure as those 
from the banks. If they are silver certificates we sent them on 

Mr. Gary. You mean that some of the currency sent in to you 
as unfit for circulation you determine is not fit for circulation? 

Mr. Funk. Only for local areas. The Washington banks and 
surrounding area. They send it in and we decide whether it can be 
reissued or not. 

Mr. Gary. Is that done electronically? 

Mr. Funk. No. Itisfedintoa machine. The machine is operate: 
by electricity. 
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Mr. Dootan. That electronic machine does not distinguish between 
ones, fives, and tens, and so forth. 

Mr. Gary. I understand that. Do you have any machine that 
will separate the good from the bad? 

Mrs. Cuarkx. No. You have to do that by hand. 

Mr. Dootan. That has to be done manually. 

Mr. Gary. Who does count them? 

Mr. Funk. Each box has a counter on it. 

Mr. Gary. And you have to separate the denominations when you 
put them in the machine? 

_Mr. Dootan. Yes. These machines merely count the number of 
pieces. 

Mr. Funx. The Federal Reserve machines always are used before 
they decide to utilize the currency. 

Mr. Gary. Any further listing? 

Mr. Funk. We show the next Bail increase in connection with the 
payment. 

Mr. Gary. We were discussing the figures. 


PAYMENT AND CUSTODY OF SECURITIES 


Mr. Funx. The next decrease is in the Securities Division. We 
improved procedure in connection with coupon interest and savings 
bond payments as well as effected a slight reorganization to enable us 
to reduce our force by 11 employees. 

Mr. Gary. Have you a machine for handling the coupons? 

Mr. Funx. We are out of the coupon job entirely. 

Mr. Cuurcu. Not entirely. The Treasurer acts as agent for the 
Philippines, Puerto Rico, and Home Owners’ Loan and a few of those. 
These are handled in the same fashion as they were prior to the 
separation of the United States coupons which do not come in to us at 
all except from local sources. They now go direct from the Federals 
to the register. 

These 11 are a reorganization in which we put the units together and 
put in a more efficient operation so we finally saved the 11 people. 
That was put in operation about September of 1950. It had been 
under study for 2 or 3 months in May and they worked it out until it 
was put in operation. 

Mr. Gary. Does that cover all? Have you any other changes? 

Mr. Funk. The enactment of Public Law 688 of the Eighty-first 
Congress authorized advancements to and the reimbursement of the 
Treasurer’s Office for services performed for other Government agen- 
cies including wholly owned or mixed ownership corporations. 


REPORT OF HOUSE CIVIL SERVICE SUBCOMMITTEE ON OVERSTAFFING 


Mr. Gary. What did the Subcommittee on Overstaffing of the 

8 Office and the Civil Service Committee recommend as to your 
ce? 

Mrs. Ciark. Their comments on the Treasurer’s Office are found in 
part 3 of their preliminary report. 

Mr. Gary. Did you prepare an answer? 

Mrs. Ciarx. Yes. We did, Mr. Chairman. 

Mr. Gary. Which was attached to the Secretary’s letter? 
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Mrs. Crark. Yes. 

Mr. Gary. We will insert that in the record at this point. 
Mrs. Crarx. I will be very glad to do that. 

(The matter referred to is as follows:) 


OFFICE OF THE TREASURER OF THE UNITED STATES 


The Treasurer of the United States is the official custodian of the public funds. 
Contrary to statements in the report, it does not duplicate the work of other 
activities. The Treasurer is bonded for the faithful performance of her duties 
and this responsibility is not shared by any other officer. 

On page 89, the report identifies specific areas within the Office of the Treasurer 
where it is stated “organizational and procedural discrepancies entail unnecessary 
and duplicating effort.”” On page 92, the report indicates the number of employees 
which could be released in each activity as a result of suggested corrective action. 
In commenting on the committee’s report, their findings will be treated in the 
order in which they appear on page 89. 

The report states that “The Stating and Claims Sections of the Accounting 
Division need special consideration in view of the work being done by the Federal 
Reserve System.” 

The paying operation performed by the Federal Reserve banks on Government 
checks pertains to checks which are payable through the Federal Reserve banks 
only. The same operations are performed in the Accounting Division on other 
checks which are payable in Washington only. There is no duplication because 
only. The same operations are performed in the Accounting Division on other 
checks which are payable in Washington only. There is no duplication because 
on one check goes through the paying operation twice. The paying operations 
performed on Government checks are essentially the same as those performed in 
a commercial bank and are deemed to be essential in the banking fraternity 
before a drawee pays out cash on checks which are presented. 

As to the work done in the Claims Section of the Accounting Division, the 
only part taken in this operation by the Reserve banks is to report as to whether 
a check payable through a Reserve bank which is involved in a claim has or has 
not been paid. This is the only place this information can be obtained and is 
absolutely necessary in settling a claim. The Claims Section picks up the case 
at that point and consummates the case without duplicating any part of the 
work done by the Reserve bank. 

The report states that, ‘The work carried on in the Card Check and Sorting 
Sections needs to be simplified in conformance with modern banking practices.”’ 

The only operation performed in these sections which is not generally performed 
in a commercial bank is that of arranging the paid checks in serial number 
sequence. The commercial banks place this burden on their customers. 

In the case of Government checks, the placing of this burden on someone else 
would result in transferring the operation to the General Accounting Office as a 
prerequisite to reconciliation. This would result in no saving to the Government 
in performing the operation and would result in extra costs in the Treasurer’s 
office in determining the status of a check involved in a claim from a file of un- 
arranged checks. Furthermore, it would delay settlement of the claim. 

The report (p. 89) states, “The size and cost of the activities of the Currency 
Redemption Division should be reviewed in the light of potential economies. 
They overlap and duplicate similar operations in the Bureau of the Public Debt.” 

The Federal Reserve banks cut unfit United States currency in half and ship 
the lower halves to the Bureau of the Public Debt. Upon receipt of the lower 
halves, the upper halves are shipped to the Currency Redemption Division. 
After verification by the Bureau of the Public Debt and adjustment of errors, 
the currency is delivered to the Destruction Committee. -Long experience has 
taught that this procedure is essential for security and control purposes and to 
prevent fraudulent manipulation which might occur if both lowers and uppers 
were available to the same office for final audit. The Treasurer does not duplicate 
the verification performed by the Bureau of the Public Debt on United States 
currency. 

The same procedure is followed with respect to Federal Reserve currency except 
that the lower halves of such currency are forwarded to the Currency Redemption 
Division for complete verification, and the upper halves to the Federal Reserve 
Issue and Redemption Division of the Comptroller of the Currency. The entire 
cost of this operation is reimbursed by the Federal Reserve banks. 
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The report (p. 89) states, ‘“The Federal Reserve Bank Section of the Division 
of Securities and the United States Depositary Section of the Division of General 
Accounts are functioning in the same area with a duplication of effort.”” The 
Federal Reserve Bank Section of the Division of Securities receives from Federal 
Reserve banks all United States public debt obligations redeemed by the Reserve 
banks, except savings bonds and Armed Forces leave bonds. It examines the 
obligations for genuineness, for cancellation, amount paid, and determines the 
accompanying schedules are accurate and properly prepared. The amounts are 
reported to the Division of General Accounts for determination that they agree 
with the amounts charged in the Reserve banks’ transcripts. 

The Depositary Section of the Division of General Accounts maintains the cash 
accounts carried with the Federal Reserve banks, general depositaries, and foreign 
depositaries. The media for posting these cash accounts are the daily transcripts 
rendered by the banks which show the opening balance, receipts, expenditures, 
corrections, and closing balance. These cash accounts are proved against contro] 
figures and reports furnished by the Accounting Division at the close of each 
day’s clearance. 

The areas covered by the two sections are entirely different, the functions 
entirely different in nature and scope, and they bear no relation to each other. 

The report (p. 89) states, ‘The Coupon Section of the Division of Securities is 
engaged in a partial duplication of the general activities of the Bureau of the 
Public Debt.”’ 


The duties of the Coupon Section with respect to the examination and audit 
of paid coupons from United States obligations were transferred on November 1, 
1949, to the Register of the Treasury; and the number of employees was subse- 
quently reduced from 38 to 8. 

Table 12 (p. 92) to the report suggests a possible reduction of approximately 
30 percent in the employees of the Treasurer's office. In the absence of any 
other indication as to how these savings could be effected, it is presumed that 
thev are based on the committee’s suggestions of duplication and overlapping. 
As indicated in our comments above, the suggestions are not well taken and their 
adoption is not feasible. 

Mr. Gary. Would you like to make any further comment? 

Mrs. Ciark. The very last sentence expresses how we feel about 
it. With regard to the duties of the Coupon Section, where they 
criticize us—they came into my office June 13, 1950, and this operation 
was discontinued in November 1949. They only spent 3 hours and 
35 minutes. There were three divisions they did not go into at all. 
I do not think they had the actual picture of our operations. 

Mr. Canrieutp. Mrs. Clark, when we saluted you last year on your 
original appearance before this committee, I think we were somewhat 
remiss in not developing the unique background you have for your 
present important assignment. It was recently that I learned of your 
experience as a storekeeper out in the Middle West, a farmer, and 
your presidency of a bank, plus the fact that you knew your public 
rather well as one that appeared on the stage. 

Mrs. Ctark. That has been a long time ago. 

Mr. Gary. It is seldom one has such a wide experience in such a 
short time. 


DAILY TREASURY STATEMENT 


Mr. Canrre.p. Mrs. Clark, in your duties as United States Treas- 
urer there is the preparation of the whole statement of the United 
States Treasury. Do you send that statement out from your office? 

Mrs. CiarKk. That is right. 

Mr. CanFieLp. How many copies? 

Mrs. Ctark. On our list? 

Mr. Funk. The mailing list originates in the Secretary’s office 
and the statement is distributed from the Government Printing 
Office. 





346 


Mr. CanFigtp. Do you know how many copies go out? 

Mr. Funk. No. I do not. 

Mrs. Crark. I can find out. 

Mr. Canrre.p. Your agency is strictly a servicing agency and 
depends entirely upon the needs of other branches and units of the 
Federal Government, individually and collectively. 

Mrs. Crark. That is right. 

Mr. Canrie tp. The other departments. 

> Ciark. We have no say over how big or small the volume 
will be. 

Mr. Canriexp. I have had occasion to call your office a number of 
times this last year and I was received with extreme courtesy. 

Mrs. Cuark. Thank you. 

Mr. Passman. Mrs. Clark, I notice your department is asked to 
absorb a $25,000 reduction, under Public Law 759. Will you be able 
to absorb that sum before coming before Congress for supplemental 
or deficiency appropriations for fiscal 1951? 

Mrs. Ciark. We are trying. We think we will be. 

Mr. PassMan. Without handicapping your work. 

Mrs. Ciark. That is right. 


DISTRIBUTION OF TREASURER’S DAILY STATEMENT 


Mr. PassmMan. Further, in connection with daily statements of 
the Treasurer, if it meets with the approval of the chairman, can you 
furnish us with the number of these statements? 

Mr. Funk. We will furnish them. 

, tr. PassMAN. Has it always been a custom to issue the statement 
aily? 

Mr. Cuurcu. It goes a long way back in history. 

Mr. Passman. Do you think they serve a good purpose? 

Mr. Cuurcn. We do it under direction of the Secretary. It has 
always been under the direction of the Secretary. 

Mr. Passman. Yes. 

Mr. Gary. Would you like a general statement showing to whom 
it is distributed also? 

Mr. PassMan. That would be valuable information but I think 
the most important thing for the committee is the number of copies 
and the cost per copy. 

Mr, Gary. I think it would be well to know—not the list of people 
it goes to, but in general to whom it is distributed. 

Mr. Cuurcnu. I think I can make one statement. This new 
Budget and Accounting Act and the changes by Mr. Warren, the 
Comptroller General, Mr. Snyder, the Secretary of The Treasury, and 
Mr. Lawton, the Budget Director, with regard to accounting pro- 
cedures on this daily statement is becoming more and more important 
to the departments. 

Mr. Gary. It has been improved in recent years? 

Mr. Cuurcu. It is getting down to where it goes on the basis of 
checks issued today—not when the checks are paid. 

Mr. Gary. At one time it meant very little. 

Mr. Cuurcu. The only thing we need now is current figures from 
the defense and that is getting on a fairly good basis. 
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Mr. CanFiE.p. It is this committee that has pressed for continual 
refinement and improvement. 


Mr. Gary. That is correct. 
(The material referred to is as follows:) 


Daily distribution of daily Treasury statement (exclusive of additional copies printed 


on first, middle, and last day of each month) 
Government: 


Legislative : 580 
Executive c 459 


Subtotal ‘ . 1, 039 
Financial institutions _ - 283 
Educational institutions and libraries________________. iors 45 
Commercial organizations - E 101 
Newspapers, een, and ‘periodicals _ _ ; 59 
AM Ouner. .....- ‘ 63 


Cost of printing daily Treasury statement, fiscal year 1950, $56,534 ole was 
paid from the “Salaries and expenses, Bureau of Accounts” ). 


Notre.—Above statement furnished by Bureau of Accounts. 


Mr. PassmaNn. I think it would be important to know the unit 
cost. 

Mr. CanFIELD. I was told by one witness that our colleague, Mr. 
James, is the successor to Ben Franklin in the ownership of the Frank- 
lin Printing Office of Philadelphia. He is a great economist. 


INCREASE IN NUMBER OF EMPLOYEES IN 1944 


Mr. Frrnanpez. I notice here in your statement that you say that 
the records show a number of employees on the Treasurer’s payroll 
increased from 1,478 in 1941 to 3,138 in 1944 and now we are back 
below the number employed in 1941. What caused that big increase 
and how can you now operate with one-third? 

Mrs. Ciark. I was not in there in 1944. 

Mr. Funk. Check load. In those days we had 195,000,000 
checks a year for defense alone. In 1950 we serviced for defense 
establishments only 50,000,000. In January we processed 6,000,000 
checks for defense or at the rate of 72,000,000 annually. That is a 15- 
percent increase over December. That is the reason we do not know 
where we are going. 

Mr. Gary. Does your improved methods of handling these checks 
account for part of it? 

Mr. Funk. We converted from paper checks in Washington to 
card checks and made the Federal Reserve banks our agents for pay- 
ment of these card checks. 

Mr. Cuurcn. And they pay the personnel. The Government does 
not pay. They absorb that in the Federal Reserve banks. We are 
attempting to convert just as many of those defense accounts as we 
can from paper to card because it 1s cheaper to handle cards whether 
we pay them in Washington or in the field. 
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GENERAL BANKING SERVICES 


Mr. Fernanpez. Under the item, “General banking service,’’ you 
have $15,834,134. What did you say that was? 

Mr. Funk. That is to reimburse the Bureau of Engraving and 
Printing for completed currency. 

We take that over the Ist of July, 1951. This is the case where 
instead of appropriating to the Bureau of Engraving the funds are 
appropriated to the Treasurer for purchase of the currency from the 
Bureau. 

Mr. Fernanpez. Where is the statement which shows comparative 
figures as to the adequacy of that amount? 

Mr. Funk. At page 97, the second table. 

Mr. FERNANDEZ. They told us, that is the Bureau of Engraving 

and Printing told us, you would tell us. 

Mr. Gary. That is what I was going to ask. You go right ahead 
with it. 

Mr. Funk. On the second statement, page 97, “‘Receipts,”’ 1950, 
105 million sheets. That is what we received from the Bureau of 
Engraving and Printing. I only have it for 3 years, 105 million for 
1950; 130 million, 12 per sheet, to be delivered this year. The 1952 
estimate provides for 12315 million sheets. 

Mr. FerNnanpez. Are you in a position to tell us about the opera- 
tions and what goes into the various items that make up the cost? 

Mr. Funk. No, sir. The law states that whenever any work or 
services are requested from the Bureau of Engraving and Printing, 
the requesting agency shall reimburse the Bureau at prices deemed 
by the Secretary of the Treasury to be adequate to recover the 


amount of direct and indirect costs of the Bureau of Engraving and 
Printing, including its administrative expenses. 

We will develop the volume of currency we require and to that 
apply the unit cost furnished us by the Bureau of Engraving and 
Printing, approved by the Secretary of the Treasury. As to the de- 
velopment of those unit costs, we do not know. 


BUREAU OF ENGRAVING AND PRINTING FIXES PRICES FOR CURRENCY 


Mr. Cuurcn. May I say something there. It is the Treasurer’s 
duty to issue all currency and coin and it is her duty to determine 
what is needed in any given year. What the pieces will cost is some- 
thing the Bureau of Engraving and Printing determines from their 
cost operations and they give us that figure and the reasonableness of 
that figure is the duty of the Secretary. When the Secretary gives 
us that we simply take the number of the pieces we need and the cost 
per piece given to_us and that is what we ask Congress for. The 
unit cost is for the Bureau of Engraving and Printing to tell you from 
their cost operations and we cannot go into it. It is their business. 
It is our business to be sure we ask for enough money, ones, fives, 
tens, that the country is going to need for a fiscal year. 

Mr. Fernanpez. When the Bureau of Engraving and Printing come 
before us they probably would not go into this because you are the 
people who ask for the appropriation? 

Mr. Cuvurcn. But the whole basis of that, the duty to determine 
the cost is the work of the Bureau and the Secretary passes on the item 
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of the cost and passes it on to us and there is no way in the world for 
us to furnish it. 

Mr. Gary. Who can furnish us with a comparative statement 
showing the number of pieces of currency issued for the past 5 or 10 
years and the amount appropriated for each of those years. 

Mr. Jounson. We will provide that Mr. Chairman. 

Mr. Gary. All right. Insert it at this point. 

Mr. Cuurcn. You will have to get it from the Bureau of Engraving 
and Printing. 

Mr. Gary. We would like to have a comparative table showing 
the workload and this appropriation from 1939, the last prewar year. 

Mr. Cuurcn. I would like to add one thing, Mr. Gary. If the 
bankers or constituents of your district ask you why they were not 
getting money enough, the first person you would ask would be the 
Treasurer. ‘That is the one Congress looks to for the issuance. 


COMPARATIVE STATEMENT OF CURRENCY COSTS 


Mr. Gary. I will ask a question on that right now. I want a 
comparative statement showing what the currency has cost in the 
past and what it is going to cost next year. 

Mr. Jounson. The number of sheets delivered each year and the 
unit cost and aggregate cost each year. 

Mr. Gary. Yes. 

Mr. Jounson. That will be done. 

(The matter referred to is as follows:) 


United States currency—Statement showing number of sheets delivered, unit cost rates, 
and amount included tn the budget estimate of the Bureau of Engraving and Printing 
for fiscal years 1939 to 1952, inclusive 





| Number of | Cost per | Number of | Cost per | 

| sheets thousand SANs | sheets thousand) 
delivered |sheets(12-| A™mount Fiscal year delivered |sheets (12- 

| (12-subject) | subject) | | (12-subject) | subject) | 


Fiscal year Amount 


100, 660,000 | $69. 31 | 745 || 1947...........| 88,735,000} $95.5 

80, 000, 000 | 72. 29 5, 783, 200 || 1948__. | , 500, 000 | 97. 

80, 425, 000 | 5 5,818,749 | 1949 6, 000, 000 113. , 993, 
94, 135, 000 | B7. 25 3, 330,579 || 1950 5, 000, 000 118. 13 12, 403, 444 
101, 085, 000 | 37. : 3, 803,021 | 1951 (es 

71, 195, 000 | 70.95 | 5,051, 285 mated) F pee 111. 14, 506, 139 


80, 000, 000 | 76. 30 | 3,104,000 1952 (esti- 
79, 820, 000 4.31 | mated) , 500, 000 128.21 | 15, 834, 134 





Note.—The Treasurer of the United States is requesting the appropriation to cover the cost of United 
States Currency for fiscal year 1952. The unit cost rate for fiscal year 1952 includes $17.15 per thousand 
sheets to cover the cost of United States secret service, guard force, public health, incinerator, and distinctive 
paper. These items were not included in prior year costs of tais bureau. 


SECRETARY OF THE TREASURY TO DETERMINE REASONABLENESS OF 
CURRENCY COSTS 


Mr. Fernanpez. The Secretary is to determine the reasonableness 
of the cost. You have to pay for the service. Then, what I think 
the committee will be interested in knowing is how the Secretary 
knows about the reasonableness of the cost and then he can tell the 
committee whether it is reasonable or not. 

Mr. Cuurcn. May I break ina minute? ‘The fair and reasonable 
values to be determined by the Secretary.” That is the thing to 
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which I was referring. That is the unit cost he determines and passes 
on to us. We get this from the Secretary. 

Mr. Fernandez. In determining the unit cost he would have to 
go into the very things the committee is interested in, what it is costing 
the Bureau of Engraving to do it. 

Mr. Gary. The Bureau of Engraving says they will show it in their 
business report next year. 

Mr. Jounson. Mr. Fernandez, may I attempt to answer your 
questions rather generally? The budget supplement for the Bureau 
of Engraving onl Printing for fiscal 1952 contains the elements of 
estimated fiscal cost for 1952. They are estimated because we are 
estimating requirements for 1952. 

Mr. Fernanvez. In the request made by the Bureau of Engraving 
we have this 

Mr. Jonnson. Next year when we come before you, the Bureau 
of Engraving and Printing will provide the actual elements of cost 
as compared with the previous estimated elements of cost. At the 
same time they will have to project the cost for the subsequent budget 
year. 

Mr. Fernanvez. So at this time all you have is an estimate of what 
you are going to need? 

Mr. Jounson. That is right. 

Mr. Gary. They could give you an actual statement of cost for the 
last year, I reckon. 

Mr. Jounson. Except that the statement of cost for the last year 
being on an appropriation basis would be different from that placed 
on a business type basis. This is in addition to the fact that the 
Secretary has the responsibility for that estimated unit cost which he 


will delegate to the Director of the Bureau of Engraving and Printing. 
The Comptroller General will make an annual audit of the accounts 
of the Bureau and provide a report to the President, Congress, and 
the Secretary in respect of the reasonableness of the cost. 

Mr. Fernanpez. What is the difference between the amount re- 
quested at this time and the amount appropriated for that purpose 
for 1951? 


1952 CURRENCY REQUIREMENTS LESS THAN IN 1951 


Mr. Jonnson. The aggregate cost is such cost based mainly on the 
volume of work in terms of millions of sheets of currency requested. 
From this table you will see the estimate is 130,000,000 sheets of 12 
notes each, whereas the Treasurer’s office has requested for the fiscal 
year 1952 only 123,500,000 sheets of 12 notes each. So, the aggre- 
gate estimate for 1952 for currency as compared with the requirements 
for 1951 is less. 

Mr. Fernanpez. It was said awhile ago that if the banks tell us 
they have not enough money we have to ask Mrs. Clark. 

Mr. Jounson. That is right. 

Mr. Gary. How do you account for the fact that there is a lesser 
requirement for currency when there is a tremendous increase in your 
requirements for coin? 

Mr. Funk. That is not a fact. There is a great demand for cur- 
rency. Our stocks are low. In 1943 we had in reserve $457,000,000 
in $1 bills; December 1, 1950, 37,000,000 ones. The banks are 
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yelling for ones. We cannot get these from the Bureau of Engraving 
and Printing to satisfy the banks’ demands. 

Mr. Fernanvez. If there are less in reserve, will you not be needing 
more and you are asking for less instead of more? 

Mr. Funk. Don’t you think we will be asking for more this year? 

Mr. Gary. What is the answer to it? 

Mr. Funx. We will just simply have to have more $1 bills. 

Mr. Jounson. I think the answer is this. We do hope that with 
the additional funds you provided for 1951 in the form of a supple- 
mental to increase our production from approximately 105,000,000 
sheets in 1950 to 130,000,000 in 1951, we will have not only enough 
currency to meet the current demand but also partially replenish 
the depleted stocks of the Treasurer. 

And while the Treasurer’s reserve stocks are not increasing because 
of the continued high demand for currency we still have hopes that 
by the end of the year there will be some improvement in the Treas- 
urer’s reserve stock and we will be able to meet the current demands. 
For that reason we did not request as much for 1952. 

Mr. Gary. The supplemental amount you referred to was appro- 
priated to the Bureau of Engraving and Printing? 

Mr. Jounson. Yes, sir 

Mr. Gary. And not to the Treasurer? 

Mr. Jounson. Yes, sir; but the money was to provide currency 
for the Treasurer of the United States. 

Mr. Gary. In view of this change, it is going to be almost impossible 
to get any comparative statement between items for this year and 
next; is that correct? 

Mr. Funk. That is right. 

Mrs. CLark. We need more currency, as the table on page 98 will 
show you. 

Mr. Frernanpez. Do you need more currency than you are asking 
for? 

Mrs. Cxiark. I should think so. 

Mr. Jounson. Mr. Chairman, you will recall that when the Bureau 
of Engraving and Printing was before the committee the other day, 
that they inserted a statement in the record that indicated estimated 
requirements or estimated reimbursements to be made to the Bureau 
of Engraving and Printing fund during the fiscal year 1952, that 
portion of the statement dealing with reimbursements which will be 
made by other bureaus of the Treasury Department totaled 
$22,703,475. 

That figure approximates the total appropriations for substan- 
stantially the same purposes for the current fiscal year, of $23,387,432. 

So there is some reduction in the amount of money that we are 
asking for for 1952 as compared with that, provided for 1951 for sub- 
stantially the same purposes. 

Mr. Fernanpez. Then I was wondering if we did not take into con- 
sideration that all this large amount of money which is being printed 
and circulated would be in the hands of the bankers and available, 
although your stock of paper or reserves may have gone down. Would 
that be true? 

Mr. Funk. Take into 1945, for instance, our issues of currency 
totaled 29 billion dollars. That in curculation was 25 billion. 
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In June 1950, currency outstanding totaled 29 billion while cir- 
culation was 25 billion. So the ratio is running practically the same 
now as it was back in 1945. 

The differences between the 29 billion and the 25 billion is either in 
the Treasury offices or in the banks. The 25 is in circulation. 

So it is running just about the same rate straight through. From 
1948 it jumped to some 30 billion this year, with 26 billion in circula- 
tion. 

(The following table was submitted later:) 


Money in circulation 
{In millions of dollars] 


A. MONEY OUTSIDE TREASURY AND FEDERAL RESERVE BANKS 








| Money out- I] Money out- | 
| side Treas- | Held by | In actual || | side Treas- Held by | In actual 
June 30— | ury and | commer- circula- June 30— | uryand | commer- | circula- 
| Federal Re- | cial banks | tion 1] Federal] Re- | cial banks | tion 
| serve banks | serve banks 








7, 848 

9, 612 

12, 383 | 

17, 421 , 607 | 
22, 504 | , 623 | 
26, 746 , 649 





B. MONEY OUTSIDE TREASURY AND FEDERAL RESERVE BANKS, 
BY DENOMINATION 


r — en 





Coin (in- Paper currency 
a Y — 
Endofmonth | 7 = | 
a es 5 ‘ . \$500and 
ars) $ 
doll rs | } | larger 





June 1940 RAs TR , 848 599 546 

June 1941 Aer 9, 612 681 625 

June 1942... ._. 3S 783 704 

June 1943___.._-- 7,45 929 834 

June 1944__. 22, 5 1, 066 906, 

June 1945 26, 746 1, 205 981 

June 1946___..- ..| 28, 24 1, 300 G98 

June 1947 | 28, 29 1, 355 986 

June 1948____ 27, 90: 1,421 | 1,000 | 

June 1049.........| 27, 493 | 1, 459 , 008 | 

June 1950........_| 27, 156 | 1, 496 , 037 Bl | 

July 1950.__._..._| 27,010 1, 498 , 029 60 | 

August 1950 --| 27,120 1, 506 . 037 i) a 5,881 | 8, 35£ 

September 1950 27,161 | 1, 515 , 054 61 | 5,884 | 8,357 | 

October 1950.....| 27,226 | 1,526 , 072 61 | 1,978 | 5,874 | 8,388 | 

November 1950___| 27, 591 1,546 | 1,089 | 62 | 2,021 | 6,021 . S11 | 
| | | 


6, 604 
6, 289 
6, O85 
5,931 | 
5, 891 
5, 836 
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Source: Monthly statement of paper currency; circulation statement of United States money, Federal 
Reserve Bulletin. 


Mr. Fernanpez. That is because the currency wears out and has 
to be replaced; is that right? 

Mr. Funk. That is right. 

Mr. Fernanpez. That would not be true if it were coins, would it? 

Mr. Funk. Not as much. 

There is also a difference on each denomination of currency. A $1 
bill receives harsh treatment. The life of a $1 bill is estimated to be 
9 months. 

Mr. Fernanpez. In line with my remark awhile ago, that if these 
were coins which do not wear out, then that would be true, would it 
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not be also true that if the amount of new coins is increased for a 
period of time, then the coins in the banks and in circulation, having 
been increased, would tend in time to level off so that you would not 
have to be issuing the same large quantities in the subsequent years? 

Mr. Funk. If all conditions were stable. 

Mr. Cuurcu. I think I probably know what you have in mind. 
Nobody is able to answer that. Prior to Thanksgiving, it was impos- 
sible to get enough coins for the banks in this country. The Federals 
had to ration them and we had to ration the Federals. We could 
not get enough. 

It is peculiar that at some points some coins will pile up. In 
certain parts of the country they will pile up, while in others they 
will not. 

You can take a $2 bill and use it up among the Yankees where I 
came from, but you cannot get it circulated anywhere else. Nobody 
wants It. 


DEMANDS FOR COIN VARY THROUGHOUT THE COUNTRY 


For instance, in Washington, if you went out here, they would 
hand you quarters in change; they would not hand you fifty cent 
pieces. 

Up in New York, 50-cent pieces pile up. 

There are those differences in the country for some reason or other, 
and if we should get a pile-up of those conditions in November or 
December or the latter part of January, that we would need coins, 
we switch from one bank to the other. But when we do not have 
coins to switch then we ship from the mints as fast they manufacture. 

What becomes of them, nobody knows. 

So that while for common-sense reasons what you said should be 
true, it does not seem to be true year after year. I cannot tell you 
why, but it just seems possible that one of the reasons is the increase 
in population. I do not know whether or not that is the answer. It 
certainly is possible. 

We could not get enough cents for months. 

I just bring that up to show you that your conclusion that you 
have enough coins does not seem to work out because there is a lot 
of coin issued year after year, and what is happening? Where does it 
pile up? Ido not know what the answer is, but I know that is what 
happens. 

I have talked to a lot of people who have tried to get the answer, 
and they cannot. 

DISAPPEARANCE OF COINS 


Mr. CanrFietp. Do you mean that the coins themselves disappear? 

Mr. Cuurcnu. I do not mean that they have disappeared, but the 
people that want them cannot get enough of them. 

When you do not have enough of them you spread them out, as 
we have spread them out all over the country. They are still de- 
manding them. What is happening to them? Who is using them? 
Where are they? It is the same year after year in the Christmas 
holidays, Mr. Canfield. 

Mr. Canrietp. Maybe they are like homing pigeons. Every now 
and then, homing pigeons are sent out on a mission and they just 
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disappear. In homing pigeon parlance that is called a bust. May- 
be that is what happens here every year, there is a bust. 

Mr. Cuvrcn. I have tried to get the answer and I cannot get it. 
[ cannot find anything. My predecessor, as good a currency man as 
he was, and as good a man as we had, could not answer it, and | 
cannot. 

Mr. Fernanpez. Then do you say I am wrong about that? 

Mr. Cuurcu. I am just stating the facts. Iam not saying anybody 
is wrong; [ am just pointing out what would seem to be a reasonable 
thing, and yet it does not work out that w ay. I do not know what 
the answer is. 

Mr. Frernanpez. I raised the point with respect to additional 
employees requested for the Mint, because they need to coin so much 
more money now. I felt that if unusual amounts were coined con- 
tinuously, say, for a year or two or three, then you would have enough 
money in circulation in coins in the country, though not in the Mint, 
and the additional employees would be superfluous after that. | 
thought if they could increase the production by overtime rather than 
by increasing personnel it might be wiser. 

Mr. Cuvrcn. All I can tell you is what happens each year. You 
think you are going to have enough and it does not work out. | 
would like to know what the answer is. 

Mr. Fernanpez. I can see there is a difference between coining 
the money and printing the paper, because the paper does wear out 
much faster. 

Mr. Cuvurcn. Surely. But the thing of it is that if you are sitting 
in a place where they call for half dollars in one place and in maybe 
some part of the country they are coming in, we switch them. 

Cents will pile up in another part, and nickels in another, and 
dimes in another. You switch those and they will all spread out. 

Then if the people start yelling for all of them, cents, nickels, dimes, 
quarters, halves; what has become of them all? You switch them and 
they go right out, and they are asking for more. 


COINS RATIONED BY FEDERAL RESERVE BANK 


The Mint worked 60 hours a week for a period of time and they 
still eould not manufacture enough. The Federal Reserve Bank of 
New York rationed their banks in that district on a 50-percent basis. 
If they asked for a hundred they got 50, whether it was cents, or 
quarters. 

I cannot tell you why it happens that way, it just simply does. 

Mr. CanFIeELD. Some of them do wear out, do they not? 

Mr. Cuvurcna. Surely they wear out, and a lot of them get lost. 

But the thing of it is, what Mr. Fernandez is saying, that you 
might manufacture in 2 years something that might last 10, 15 years; 
taking into consideration that things get lost and other things happen. 

Perhaps you would not have to repeat it for, say, 5 years, but year 
after year the same thing comes up. What is the answer? I do not 
know. 

I have asked everybody that knows anything about coins; bankers, 
Federal Reserve men, and nobody can give me the answer. No one 
has the answer. They just simply say, ““We have to have them.” 
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All of them are in the same boat: NewYork, Chicago, Kansas 
City, San Francisco. I sat on the desk where the switches were 
made and watched them. I have to watch them because we have 
to keep down this contingent expense we have and we do not 
switch unless we are forced to do so. 

Of course, when a bank starts hollering, if we did not switch it and 
furnish enough someway, someone, some Senator or Congressman 
will come in and say, ‘“‘What the heck ails you? Why do you not 
do it.” 

Mr. Gary. What happens when there is a drug on the market? 

Mrs. Ctark. Do you mean too many in one bank? 

Mr. Gary. Yes. 

Mrs. Cuiark. If one bank has too many coins they ask us to relieve 
them of the coins and we find out where the coins are needed and we 
ship to them. 

But we made a study of that, and where the saturation point would 
come, no one knows. 

It might be a question for an economist. It certainly is not for us, 
We do not know anything about it. I have asked the same question 
you asked. 

Mr. Cuurcn. As long as the banks can carry the load, we make 
them carry everything they have in the vaults. 

Mr. Gary. The point I am making is this: Governor Ross was in 
this morning, and she told us that, beginning last year, she had a 
very large supply of coins on hand. The demand had been decreasing. 


DEMANDS FOR COIN INCREASED SUDDENLY 


Then all of a sudden, at the beginning of the Korean situation it 
started up again and the demand has been exceedingly large, as you 
say, particularly in pennies. That is probably due to the fact that 
there are sales taxes and the fact that prices are going up. 

Pennies have probably been added to 5-cent items and soforth. I 
think the cause for that is somewhat apparent. They are now putting 
out very large quantities of pennies. They have already exceeded 
the number that they anticipated putting out for the entire year. 

The question is: Suppose that demand drops off, how do those 
pennies flow back? They do not go back to the Mint. Where do 
they go? 

Mr. Cuurcn. I do not know, but I will tell you a story. Mr. Fitz, 
in the Federal Reserve Bank in New York, got desperate. He is the 
man in charge of the cash department. He said, “I have to have 
more pennies.” 

I said, ‘‘We have given you everything we can. We have given you 
your share and we cannot go any further because,”’ I said, “if we give 
you more than that, Chicago will be on our neck, or San Francisco. or 
some other bank.” 

He said, ‘I am getting out a circular and I am asking the member 
banks to go to their depositors and ask them to dig out the pennies 
from their piggy banks and out of the bureau drawers and wherever 
they have them and send them in.” 

He said, “I don’t know whether it will work or not, but I tried it 
last year and got $750,000 back.” 
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Now, that may be because at the present time everybody is getting 
paid in maximum amounts of quarters and halves and things are 
thrown in the bureau drawers or piggy banks or something and are 
lying there until there comes a time when they need them. I do not 
know what the answer is, but I do know I have not instructed any 
bank or anyone who studies it could tell me what the answer is. | 
have tried because it is a problem for us. We have to be so careful 
that we do not go beyond our appropriation, and I have to be dead 
sure that the bank needs the money before I switch it because it costs 
a lot of money to send out coins because they weigh so much. 


DESTRUCTION OF WORN-OUT CURRENCY 


: Mr. Sreminski. Do you destroy all paper currency in the United 
States? 

Mrs. Cuark. It is all destroyed here in Washington. 

Mr. Steminskr. You do not have currency printed for occupational 
forces; do you? 

Mr. Funx. If it is overprints of our own money. 

Mr. Sreminski. | am referring to military certificates. 

Mr. Cuurcn. No; we do not. 

Mr. Gary. Let us get this for the record, now: What plates did 
Russia get from us? 

Mr. Cuurcu. That is for the Bureau of Engraving and Printing, 
¥ there are any, or the Secretary. We do not have control of the 
plates. 

Mr. CanFievp. I am glad the chairman has raised this issue, in view 
of Stalin’s protestations of friendship for America and the democracies 
of the world. It is my understanding that hundreds of millions were 
involved. 

Mr. Gary. We are calling back the Bureau of Engraving and Print- 
ing right now to give us the answer. 


PROPOSED DISTRIBUTION OF UNCLAIMED TAX REFUNDS 


Mr. Passman. Mrs. Clark, I read a newspaper item some days ago 
wherein it was stated the senior Senator from North Dakota was in- 
troducing language in a bill that would draw from the Treasury ap- 
proximately $2,000,000,000 which has accumulated over a period of 
years in unclaimed tax refunds. Are you familiar with that proposal? 

Mrs. Ciark. No, I am not. 

Mr. Passman. I read the article. Did you read the article? 

Mrs. Criark. I did not read the article, and am not familiar with 
that. 

Mr. Passman. What is the present law? Can you turn unclaimed 
tax refunds and similar accounts back in the general account, after so 
many years, or do you have to carry them indefinitely? 

Mr. Cuurcu. First of all, if the check is delivered to you and you 
do not claim it, that check goes to the Comptroller General. He 
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keeps the check. Any transfers out of the disbursing officer’s 
account, such as you suggested, would have to be,.made under the 
Comptroller General’s instruction. 

Mr. Passman. I am not suggesting it, because I would not vote for 
any such bill. According to the statement, he proposed to take the 
$2,000,000,000 and divide it among the 48 States. If something like 
that were to be done, it certainly should be given to the Treasury and 
not to the States. I thought it was an unusual proposal. 

Mr. Cxuurcu. I do not know whether that represents issued checks. 

Mr. PassMan. Unclaimed tax refunds. 

Mr. Cuurcn. Then it still must be in the revenue where the people 
have not claimed it. 

Mr. Passman. That is correct. 

Mr. Cuurcu. That must be in the internal-revenue receipts we have 
received, which were authorized to be paid and have not been claimed. 


LIAISON BETWEEN TREASURY DEPARTMENT AND ARMED FORCES 


Mr. Stemrinski. Would you think it desirable to have liaison be- 
tween your office and that of the Armed Forces for advisory purposes 
on occupational currency and its status from time to time? 

Mrs. Cuiark. I would say 

Mr. Cuurcn. Do you want me to answer it? 

Mrs. Cuark. Yes. 

Mr. Cuurcn. It will increase your responsibility terrifically. 

Now, whether, as a matter of policy, it should be done, I think the 
Secretary of the Treasury is the one that should answer your question, 
Mr. Sieminski. 

Mrs. Ciark. He should answer that question; not I. 

Mr. Cuurcu. I am not trying to dodge anything here. You gentle- 
men are thinking of the welfare of the country. 

Mr. Steminski. I am trying to button up controls, moneywise, 
because we have seen in various departments possible places where we 
can be hurt. We have liaison between Congress and the military as 
regards veterans, but we do not seem to have financial liaison between 
the Congress and the Military Establishment in fiscal policies for 
occupational troops. If world war III breaks out and we do defeat 
the enemy and have to occupy a vast territory for control purposes, 
with the occupation that is going to go with it, it appears to me the 
military fiscal policy will almost be as tremendous as the domestic 
fiscal policy. 

In my opinion, we should at this time think of a preventive ap- 
proach, especially when we are going to take over men that are as 
sharp against us as we have to be against them in winning that victory, 
after the bullets stop. 

I am just expressing something that disturbs me. If we could get 
the answer for the good of the country, ‘‘Yes’”’ or “‘No,’’ I think we 
would be in better shape. 
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ContTInGent Expenses, Pustic Moneys 


Funds available for obligation 





| 1950 actual 1951 estimate | 1952 estimate 





Appropriation or estimate: 
Annual definite. 
Permanent indefinite 
Transferred from ‘‘Salaries and expenses, Office of T reasurer,”’ 
pursuant to Public Law 583 





Adjusted appropriation or estimate 
Unobligated balance, estimated savings_..............-.-.-.-- 





Obligations incurred 





Obligations by activities 


Collecting, safekeeping, transferring, and disbursing public moneys of 
the United States: 


Obligations by objects 





Object classification 1950 actual 1951 estimate | 1942 estimate 





Transportation of things: | 


Ore Bera Es haittteatl isin naiaie ight tin tealad a $26, 725 | $27, 000 $30, 000 
Postage, parcel post............-- Bad go Stewie Tras : 405, 941 | 418, 000 440, 000 
Communication services 9, 555 | 11, 500 
Other contractual services - - --__---- | 509 | 500 
Se eer eee 13, 332 | 18, 000 18, 000 





' | “ed 
Total obligations_- = | 456, 062 | 475, 000 500, 000 
| | 








Mr. Gary. You have another appropriation, for “Contingent ex- 
penses, public moneys.’’ $475,000 was appropriated for last year. 
You are asking for $500,000 for 1952, which is an increase of $25,000. 

In that connection, we will insert at this point page 108 of the 
justifications. 

(The justifications referred to are as follows:) 


CONTINGENT EXPENSES, Purntic MONEYS 
Analysis of appropriation base for fiscal year 1952 


Regular appropriation, 1951 act 
Supplemental appropriation for 1951_ 


Total, appropriation 1951 Bite 475, 000 


Appropriation base for 1952___- pee ns _.. 475, 000 
Appropriation estimate for 1952 ! ates .--- 500, 000 


Increase over appropriation base for 1952___- 3 25, 000 


Increase or decrease from total, appropriation 1951 ; “425, 000 





), GOO 


), 000 


0, 000 
0, 000 
1, 500 

500 
8, 000 


10, O00 


, 000 


309 


Comparison of appropriation base with appropriation estimate for 1952 





Appropriation base | 


Appropriation esti- 
for 1952 


mate for 1952 Increase or decrease 








Activity | 
Average Average | Average 
| posi- Amount posi- Amount | posi- | Amount 
| tions | | tions | | tions | 
| 
| 
} 
' 


| 
| 
| 
j 








| 
| | 

1. Collecting, safekeeping, transferring | | 
and disbursing the public money | 


of the United States foe ee $590, 000 


| 
| 





Mr. Gary. What are your obligations on that item to date? 

Mr. Funk. $256,629 to January 31. 

Mr. Gary. That is the item that you asked be made a permanent 
indefinite; is it not? 

Mr. Funk. Yes; permanent indefinite. 


TRANSPORTATION OF CURRENCY 


Mr. Gary. Who determines the mode of transportation used here? 

Mr. Funx. We do. We make an analysis of each shipment, it is 
shipped from the closest point of availability, and we determine 
whether it is cheaper by express or by parcel post. 

Mr. Gary. What methods do you use in supping it? 

Mr. Funk. Both parcel post and express 

So far this vear, we have an estimate, an : allotment of $27,000 for 
transportation of currency and parcel post. Approximately $410,000 
of our requirements are for parcel post shipments. 

Mr. Gary. Is not parcel post cheaper in all cases? 

Mr. Funk. No; not on coin. Your weight is a factor and your 
surcharges on parcel post shipments between banks sometimes mount 
up. 

Coin is the only thing we use express on. We have an allotment 
of our fund this year of $25,000 for coin shipments. We have obli- 
gated $15,000 or $16,000 of that already. 


DIFFICULTY IN SHIPPING LARGE QUANTITIES OF CURRENCY 


Mr. Gary. That brings up a complaint from one of my banks that 
you have said I should ask about here, and that is that some of our 
Richmond banks in shipping to some of the country banks have found 
that the post office has refused to take those shipments because they 
said they were larger than they would handle or involved more 
money than they were authorized to handle. 

Can you tell me something about that situation? 

Mr. Funx. No. We do not make shipments between commercial 
banks. All we pay is the transportation to and from the Federal 
Reserve bank, or from one Federal Reserve bank to another. 

Mr. Gary. Is there any limit to the size of those shipments, so far 
as parcel post is concerned. 

Mr. Funk. I presume there is. There is a 70-pound weight limit 
on each package. 

Mr. Gary. But is there any limit to the amount of currency that 
they will carry? 
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Mr. Funk. I could not tell you offhand. I could find out for you. 

(The material referred to is as follows:) 

The Post Office Department, at page 68 of their 1949 Postal Guide, chapter 13, 
prescribes the conditions under which curreney is accepted for registry. It is 
noted that their general policy is to limit insurance on packages up to a value of 
$1,000. Perhaps this is the difficulty your banks encounter. 

Mr. Gary. I have had some complaints about that.in my section, 
that they would not accept over and above a certain amount in one 
shipment. 

Mr. Funk. Seventy pounds certainly is not much coin. I believe 
$3,000 in cents weighs approximately a ton. 

Mr. Gary. What about currency? 

Mr. Funx. Do you mean paper currency? 

Mr. Gary. Yes. 

Mr. Funk. There your surcharges come in, of course. The Govern- 
ment does not pay surcharges from Washington to Federal Reserve 
banks, but an individual bank is paying surcharges on the value, 
and [ can understand where there would be a limitation on the value. 

Mr. Gary. How do you transport currency? 

Mr. Cuurcu. Under the Government Losses in Shipments Act, 
passed by Congress some 14 years ago, shipments are insured under 
that. 

Mr. Funk. We transport fourth-class parcel post, but it gets 
first-class handling. In our new currency going ont, a bundle has 
4,000 notes in it regardless of the denomination. We put 10 of those 
to a sack, one mail pouch, and transport that under rotary lot by 
parcel post. 

Mr. CanFreLp. Do you ever ship by truck? Is there a definite 
reason for shipping by parcel post? 

Mr. Funk. We ship by parcel post for security reasons. 

Mr. Gary. Does not the post office have to carry it by truck? 

Mr. Funk. We deliver to the station, and then it is trucked from 
the train, by them, to the Federal Reserve banks. 

Mr. Gary. So, it is trucked part of the way, is it not? 

Mr. Funk. Yes. 


SHIPMENT OF DISTINCTIVE PAPER 


Mr. Cuurcn. Let me say something. When Public Law 656 
was passed, I served on a committee, and there was a question about 
whether distinctive paper manufactured in Massachusetts should be 
shipped down here by truck or by train. At that time, I believe 
that the Secret Service, or, at least, we put it up to the Secret Service, 
to decide whether we could afford to ship by truck, which was cheaper. 
It was decided not to, for the simple reason that if they stopped at 
some wayside inn there would be somebody there, maybe, a gangster 
there, who could walk off with the distinctive paper and print it and 
we would have bogus money all over the country. 

I could not give vou the details. That would have to be given 
you by Secret Service. The shipment was made by truck at that 
time. 

Mr. Gary. Are you talking about distinctive paper, now? 

Mr. Cuurcnu. I am talking about shipping distinctive paper by 
truck. They decided it was too risky because the gangsters could 
get hold of it and use it in counterfeiting. 
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Mr. Gary. The Bureau of Engraving and Printing told us the 
other day that they discovered for the first time they could save 
$60,000 a year by sending it by truck now, and that they were going 
to ship it by truck. 

Mr. Cuurcu. All right, but that was the information of the Secret 
Service. 

Mr. Canrretp. They also emphasized it was more expeditious. 

Mr. Cuurcn. At that time the committee thought it was too risky, 
but apparently the Secret Service decided that they could do it; that 
it was safe to ship that way. 

Mr. Jounson. Of course, Mr. Chairman, you will recall that in 
working out the arrangement the Bureau also mentioned that there 
was a guard with the trucks so that if the driver were to get sick or 
ill or leave the truck for any other reason, the truck still would not 
be unprotected. 

Mr. Gary. But he said it was saving $60,000 a year even with a 
guard. 

Mr. Jounson. That is correct. 

Mr. Gary. What is the reason for the additional $25,000? 


INCREASED VOLUME OF SHIPMENTS 


Mr. Funk. That is increased volume, increased shipments. 

Mr. Gary. Why do you estimate an increase in shipments? 

Mr. Funk. In coin? 

Mr. Gary. Is it in coin, or currency? 

Mrs. CiarKk. Both. 

Mr. Gary. You are asking for less currency. You are going to 
print less currency than vou printed last year. 

Mr. Funx. That is right, but there would be the shipments of 
currency in, and we are depleting our reserves. This 130,000,000 
sheets we have going out this vear will be coming back in next year, 
compared with 105, 000,000 sheets that we sent out in 1950. 

We base that on our actual increase in receipts in our redemptions 
of currency. 

Mr. Gary. We are very much obliged to all of you. 

Mrs. Ctark. Thank you very much. 


BUREAU OF ENGRAVING AND PRINTING 
DELIVERY TO RussIANS OF NEGATIVES FOR PRINTING MONEY 
WITNESS 


ALVIN W. HALL, DIRECTOR, BUREAU OF ENGRAVING AND PRINTING 


Mr. Gary. Mr. Hall, we asked the Treasurer to tell us what plates 
had been delivered to Russia and what, if any, plates had been returned 
from Russia. She said she could not answer it, but thought that your 
department could. 

Ve would like to have that information. 

Mr. Hav. First of all, Mr. Chairman, let me say that no plates 
for printing United States currency were sent to Russia. As a matter 
of fact, no printing plates of any kind were sent to Russia. 

In 1944 when preparations were being made for the invasion of 
Germany, the Department of the Army wanted a circulating medium 
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for the invading forces to take it into Germany. The idea was that 
both our troops and the Russians would use the same circulating 
medium. 

We were given the job of designing and printing, in large quantities. 
a German mark, which the Armed Forces would use. 

While the United States offered to furnish the Russians all the 
marks that they would need, the Russians insisted on printing their 
own. Consequently, the United States Government acceded to the 
request and furnished the Russians with photographic reproductions 
of the component parts of the notes. 


GLASS NEGATIVES AND POSITIVES SENT TO RUSSIA FOR PRINTING 
GERMAN MARKS 


In other words we sent photographic glass negatives and positives, 
together with paper specifications, inks, vehicles, and so forth, t 
Russia. The material was dispatched by airplane early in 1944 be 
Russia got into production in a very short period of time. 

I have specimens of both the United States and the Russian printed 
mark currency, if anybody wishes to see them. 

None of the materia! has been returned to the United States because 
it was all expendable. 

Mr. Gary. Are these marks still in use? 

Mr. Hauy. That, I do not know. I do not think they are. Our 
troops and civilians in the military areas now are paid by military 
payment certificates. 

Mr. Gary. Is this medium of exchange recognized by the United 
States now? 

Mr. Haut. I do not think we would now. I think we only recognize 
our military payment certificates. 

Mr. Gary. Does the United States have any idea how much of this 
the Russians printed? 

Mr. Hau. There is no way of telling that, sir. We know how much 
we printed and shipped to Germany. We have no idea how much the 
Russians printed. 

Mr. Gary. They did flood the country with this currency. 

Mr. Haut. I have heard that they did. I heard they waited until 
they got to Germany before they paid their roops the money due them 
for over a year. 

Mr. Gary. Would the paraphernalia that you sent at that time be of 
any service at the present time? 

Mr. Hatu. Yes, they could continue to print from the material and 
data we furnished them. 

Mr. Gary. But these notes would be no good, though, if they are 
not being accepted. 

Mr. Hatt. If they are not recognized, they would be of no value. 
But I do not know what the situation is at present. 

Mr. Gary. Who knows that situation? 

Mr. Hau. I imagine the Office of International Finarfce of the 
Treasury Department could answer that question, or perhaps the 
Department of the Army. 

Mr. Gary. None of the paraphernalia has been returned, has it? 

Mr. Hatt. No, sir. 
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Mr. Gary. So far as you know, it is in Russian hands today; is 
that correct? 

Mr. Hay. We never expected that it would be returned. 

Mr. Gary. It was not plates, but it was paraphernalia from which 
they could reproduce occupation currency; is that correct? 

Mr. Hauu. That is correct. It consisted of photographs of the 
component parts of the notes. We gave it to them in positive and 
negative form on glass so that they “could make their own printing 
plates. 

Mr. Gary. And if they still have that equipment, it can still be 
used for that purpose, can it? 

Mr. Hau. Even if they returned the negatives and positives we 
sent them they could have made copies and maintained them in their 
custody for an indefinite period. 

This matter, Mr. Chairman, was aired thoroughly before a joint 
session of the Committee on Appropriations, the Committee on 
Armed Services, the Committee on Banking and Currency, in the 
Senate, commencing on June 17, 1947. Senator Bridges was the 
chairman. 

The Treasury submitted every pertinent document in its files and 
there has been made public a printed document of the hearings. 


NO PLATES FOR PRINTING UNITED STATES CURRENCY SENT TO RUSSIA 


Mr. Gary. But no plates or equipment of any kind has been 
furnished the Russians with which they could print United States 
currency or any other form of United States money, has there? 

Mr. Hau. Definitely not. 

Mr. CanrFievp. I have two questions, Mr. Chairman. 

Mr. Hall, perhaps these questions were answered at the hearing 
which you have just described. One is this: At whose direction was 
this equipment transferred or sent to the Russians? 

Mr. Hav. I suppose from the President of the United States. 
Instructions came down to me through Treasury channels. 

Mr. CanFiE._p. According to what I have heard, the United States 
of America took a real. licking on that deal. Do you know to what 
extent? 

Mr. Hau. That is a little out of my line, Mr. Canfield. I could 
not discuss that because I know nothing about the operations, except 
I do know that the military payment certificates were put into circu- 
lation to stop the conversion of the mark currency into currency of 
the local areas and then converted back again. 

Mr. Sreminskr. Why was not the same procedure followed in 
Vienna under General Clark? The Russians there, were not able to 
get anything. General Clark had our plates locked up in a vault, 
and, as I understand it, General Koniev tried very hard to get our 
material and was not able to do so. 

If that is true, why could one Allied commanding general set the 
policy in a country like Austria and another one, in Germany, not? 

Mr. Hatt. I would not be able to answer that, Mr. Congressman. 
Those matters were handled at pretty high level. 

Mr. Steminski. Do you think it advisable for a closer liaison to 
take place between the Treasury Department and the armed services 
in keeping pace with our defense efforts now? 
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Mr. Hatt. I think there is a very close liaison established. 

Mr. Sreminsk1. Is it closer than in World War II? 

Mr. Hatt. I do not know whether it is closer, but it was very close 
in World War II. 

Mr. Sreminskt. Is it close in Korea today and in the Far East? 

Mr. Haut. I cannot say. 

Mr. Sreminskt. I ask it in the interest of the Nation, so that if 
war should come and we go into satellite countries, we are not taken 
for another ride—if we were taken for a ride at all. 

Mr. Hav. I think that question can best be answered by the 
Secretary of the Treasury. 

Mr. Steminski. You do admit it is a possible threat to our stability 
economically, do you not? 

Mr. Haut. I could not answer that question, either, sir. 

Mr. Gary. Thank you, Mr. Hall. 


OFFICE OF THE SECRETARY 


WITNESSES 


WILLIAM W. PARSONS, ADMINISTRATIVE ASSISTANT SECRETARY 

JAMES H. HARD II, DIRECTOR OF PERSONNEL 

MISS JANE M. CULLEN, ORGANIZATION AND METHODS EXAMINER 

WILLIAM T. HEFFELFINGER, ASSISTANT TO THE FISCAL ASSISTANT 
SECRETARY 


SALARTES AND EXPENSES 


Funds available for obligation 



































| 
| 1950 actual | 1951 estimate | 1952 estimate 
DIRECT OBLIGATIONS | 
Asereertation or Obamas. 2 i ek hh i a ee aie sich diseean $2, 684, 000 
Comparative transfer from— | 
“Salaries, Office of Secretary of the Treasury’’....____. $782, 441 | $935, 000 
‘Health service programs, Treasury Department’’_______- 51, 100 | 51, 500 
“Salaries, Division of Tax Research”... ..___- i" et eg gt abated ob Sle 
“Salaries, Office of General Counsel”. .................---| 336, 174 | 389; 000 4... ..2.4..-- 
‘Salaries, Office of Administrative Services’’_____- | 1, 086, 800 | 1, 059, 787 
“Miscellaneous expenses, Treasury Department’’-- 250, 812 } 9 S i Lee eee 
Masia te NON no nn ng win ye cnn wn | 2,642, 034 2, 644, 162 | 2, 684, 000 
REIMBURSABLE OBLIGATIONS 
Reimbursements for services performed_-_.............--.-...-].-..--.-..----]-------------- 110, 000 
Comparative transfer from— | 
“Salaries, Office of Secretary of the Treasury’’...._....-.. eh ORS ERB EE RSE RRIRE Pere meee 
“Salaries, Office of Administrative Services’’...._.......-. fT RS a ha era 
“Miscellaneous expenses, Treasury Department’’._______- 108, 933 SL Piso ieekee 
Total reimbursable obligations_._...............-- siete | 128, 922 | 110, 000 | 110, 000 








| ' 
OEE SE EAD DEETES eT | 2, 770, 956 2, 754, 162 2, 794, 000 











00 
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Obligations by activities 



































| | 
Description 1950 actual | 1951 estimate | 1952 estimate 
DIRECT ORLIGATIONS 
} 
S, emmetive Citenting si 5. seo a $917,148 | $935, 000 $948, 034 
2. Administration and coordination of legal services____._____- 336, 174 | 339, 000 346, 090 
3. General administrative services_........_........._....__.- 681, 068 | 682, 242 695, 934 
4. Operation and maintenance of Treasury buildings Se fp thiacasbincs 656, 544 | 636, 420 640, 777 
5. Emergency first-aid services................................ 51, 100 51, 500 53, 255 
Total direct obligations. _..................----------.. 2,642,034 | 2,644,162 | 2, 684, 000 
REIMRURSARLE OBLIGATIONS 
ae enn O GI sn ons Se et Senco 1, 447 ORR a TF eet Onek SV EOOE ee 
3. General administrative services....____.................... 121, 310 104, 700 104, 700 
4. Operation and maintenance of Treasury buildings hicaumecms 6, 165 5, 5, 300 
Total reimbursable obligations...................._.__-- 128, 922 | 110, 000 | 110, 000 
NO ID 0s 2 yt ee | 2.770, 956 | 2,754,162] 2, 794, 000 





Obligations by objects 





| 
Object classification |} 1950 actual 


1951 estimate 





1952 estimate 





SUMMARY OF PERSONAL SERVICES | 


Total number of permanent positions_._.............._______. 593 
Full-time equivalent of all other positions__- TCS 1 
Average number of all employees_.__.._...-...._..-_._.._._. 580 


572 
1 


551 





Personal service obligations: 
Permanent positions — 





$2, 313, 123 
































<iictetemstalaae — 74 i 
i Sa nee 7, 572 3, 000 
Regular pay in excess of 52-week base................. | 8, 906 
Payment above basic rates f | 20, 816 | 
Total personal service obligations. ee peers ie | 2, 360, Th 3, | 
| ————————oooe = 
DIRECT OBLIGATIONS | 
os die oc aw un ancien 2, 340, 122 2, 333, 787 | 2, 374, 434 
a Rk a ae, nc pchwguamibied moniioe 18, 153 25, 000 25, 000 
0 T ransportation of things. wailkitstobemmal 13 100 100 
04. Communication services................- 222-22 25.28 58, 368 69, 900 | 69, 900 
UG ents and Wrrucy Services... 42, 173 45, 630 45, 630 
06 Printing and reproduction_- sine Deere enaatadeoes 39, 251 51, 500 51, 500 
07 Other contractual services __- AAR EE ait 12, 657 12, 100 12, 100 
Services performed by other agencies Slane ihm ace abe 51, 100 51, 500 53, 255 
ee ee ee eae op me 51, 602 52, 345 49, 781 
Ser a oda cis wma eoandaumasadnuene 28, 595 2, 300 2, 300 
Total direct obligations _____- sa alot h webishe Mein dana htuacwimieeaadl 2, 642, 034 2, 644, 162 2, 684, 000 
REIMBURSABLE OBLIGATIONS 
8 REE Beene Ove ON Set Ne ele Ne mee Ae: oe eee na dane ak aabelemioaee ae 
Es ES Sige pe eae ea a Cae SEE Rane ETRE ES 989 200 200 
ot ns. anbandidaanaracesnd 70, 518 71, 500 71, 500 
05 Rents and utility services__...................- pntthnecunt 3, 964 4, 000 4, 000 
06 Printing and reproduction ____........-- et Siinwaaereg 2, 784 3, 000 3, 000 
07 Other contractual services_..................- LAER RATERS. 1, 165 1, 300 1,300 
ae I no 5d aanumanenahguceaiation 29, 513 30, 000 30, 000 
Total reimbursable obligations_-_..........-......-..... 128, 922 110, 000 110, 000 
co EER ERERAAL GAD Samak Sayan Sek ae Orn eee 2, 770, 956 2, 754, 162 2, 794, 000 
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Mr. Gary. The next item is the Office of the Secretary of the 
Treasury. 

At this point in the record we will insert page 2 of the justifications. 

(Justifications are as follow:) 


SALARIES AND EXPENSES, OFFICE OF SECRETARY OF THE TREASURY 


Analysis of appropriation base for fiscal year 1952 


Regular appropriations, 1951 act: 
Salaries, Office of Secretary of the Treasury (less sec. 1214 re- 


duction) ____ _... $935, 000 
Salaries, Office of General Counsel (less sec. 1214 reduction) _ __- 339, 000 
Health service programs, Treasury Department -—-—__.________- 80, 000 
Salaries, Office of Administrative Services___________________- 1, 185, 000 
Miscellaneous expenses, Treasury Department - -— __ tabla eine 308, 500 

Total appropriations, 1951_ - eces sc ae er, BOO 

Reductions: 
General administrative services _.. $31, 664 
Operation and maintenance of Treasury buildings - ..... 145, 738 


Emergency first-aid services _ ____ ; i wk ales 


Total reductions__- b ¢ re gsiee 205 ), 902 
Adjustment in base (net) - aE a oe we uate ee = — 205, 902 
sa ae aa este ... 2,641, 598 
an sa wath ese lati _.... 2, 684, 000 








Appropriation base for 1952 
Appropriation estimate for 1952 


sb lial a ag naee 42, 402 
é tneee lice — 163, 500 


Increase Over appropriation base for 1952_ 
Increase or decrease from total appropriation, 1951- 


Comparison of appropriation base with appropriation estimate for 1952 


Appropriation base | Appropriation esti- enmreneis te Gnewonno 
é f 








for 1952 mate for 1952 
Activity Sige eles mS WS eae 
Average Average Average 
posi- Amount posi- | Amount posi- | Amount 
tions tions | | tions 
1. Executive direction. _. 161.0 $935, 000 161.0 | $948,034 |_____- $13, 034 
2. Administration and coordination of | | 
legal services. _- 67.2 339. 000 67.2 346.000 |. _- 7,000 
3. General administrative services 135.3 679, 678 135.3 695, 934 |___- | 16, 256 
4. Operation and maintenance of | | 
Treasury buildings__...._..-.._-- 187.2 636, 420 187.2 i 4, 35 
5. Emergency first-aid____..___- 51, 500 | 53, 255 | 1, 755 
Increase over appropriation base. 550.7 | 2, 641, 598 550.7 | 2, 684, 000 R a “42, 402 
Adjustment in base (net)... ......... | 47.0 205, 902 cal | —47.0 | — 205, 902 
Total appropriation 1951 and ap- x 
propriation estimate for 1952__- 597.7 | 2,847,500 | 550.7 | 2, a4, 000 | | —47.0 — 163, 500 


| | 





Mr. Gary. From the justifications, it appears that appropriations 
for 1951 amounted to $2,847,500, and the request for 1952 is $2,684,- 
000. That is a decrease of $163,500, for which this committee, | 
am certain, is very grateful. It is the first appropriation we have 
seen yet in which there has been a decrease. 

Mr. Parsons, do you have a general statement to make at this time? 
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GENERAL STATEMENT 


Mr. Parsons. Yes, sir, Mr. Chairman, I do. 

Mr. Gary. We shall be glad to hear from you. 

Mr. Parsons. Mr. Chairman and members of the committee, the 
appropriation estimate for ‘‘Salaries and expenses, Office of Secretary 
of the Treasury”’ for the fiscal year 1952 includes requirements for 
the administrative offices of the Secretary. As you know, the Secre- 
— of the Treasury is responsible for: 

The formulation of tax and fiscal policy. 

2, Management of the public debt. 

3. Central management of the Department; which includes the de- 
partmental budgetary, personnel, and administrative management 
programs; and 

4. The successful. administration and management of all programs 
which the Treasury undertakes. 

In the discharge of these and other re sponsibilities, he is assisted by 
the Under Secretary, Assistant Secretaries, General Counsel, Fiscal 
Assistant Secretary, ‘Administrative Assistant Secretary , Departmental 
Budget Officer, Director of Personnel, Tax Advisory Siaff of the Secre- 
tary, Director ‘of Administrative Servic es, and all of their respective 
subordinate personnel. 

For the current fiscal year, funds required for salaries and related 
expenses of the Secretary and his administrative staff are included 
under the following appropriation titles: 

Salaries, Office of Secretary of the Treasury. 

2. Health service programs, Treasury Department. 

3. Salaries, Office of General Counsel. 

4. Salaries, Office of Administrative Services. 

5. Miscellaneous expenses, Treasury Department. 

In the interest of simplification of appropriation structure and ad- 
ministrative management, a single appropriation is proposed for the 
fiscal year 1952 under the title ‘‘Salaries and Expenses, Office of Secre- 
tary of the Treasury.” 

The total amount appropriated under the several appropriation 
titles for the current fiscal vear, after taking into consideration the 
reductions made pursuant to the provisions of section 1214 of the 
General Appropriation Act, 1951, was $2,847,500. However, certain 
other reductions in the basic amount required for these activities will 
be made effective July 1, 1951. 

The itemized reductions are as follows: 

1. Transfer to General Services Administration under the provisions 
of Reorganization Plan No. 18, of the operation and maintenance 


of the Liberty Loan and Auditors Une, ee $145, 738 
2. Transfer to the Bureau of E ngraving and Printing of ‘the responsi- 








bility for the operation of its emergency health service unit_____. 28, 500 

3. Transfer to the Bureau of Customs of certain printing and reproduc- 
tion costs- 28, 500 

4. Transfer to the Office of the Treasurer of the United States related 
truck operation expenses_------_.------- os 600 
5. Elimination pf surcharges by General Services Administration. 2, 564 
Ree MOONE 5. 5 ie ogo Seb etka asec tue eee ra Meee eet 205, 902 


79961—51—-—-24 
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The application of the total reduction of $205,902 results in a new 
basic requirement under the proposed consolidated appropriation 
for the fiscal year 1952 in the amount of $2,641,598. The amount 
requested under the new appropriation title, “Salaries and expenses, 
Office of Secretary of the Treasury, for the fiscal year 1952, is 
$2,684,000, or an increase of $42,402, over the base. 

This increase is required to cover the partial cost of within-grade 
salary advancements authorized by law and the one extra day’s pay 
which will occur in the fiscal year 1952. 

The operations of the administrative offices of the Secretary will be 
substantially the same in the fiscal year 1952. However, the workload 
has been and will no doubt continue to increase because of the added 
responsibilities of the Secretary in the fields of taxation and financial 
planning and execution. 

For example, comprehensive revenue legislation will have to receive 
detailed consideration by the Eighty-second Congress in order to pro- 
vide the large amount of additional revenue required to meet Federal 
expenditures. This means that the Treasury must be prepared on a 
great variety of tax proposals in addition to those normally required. 
The increased activities in international financing will also add to the 
responsibilities and workload of the Office of the Secretary. 

In addition to the immediate Office of the Secretary, which includes 
the Secretary’s staff assistants and tax advisory staff, the other staff 
activities to be financed by the consolidated appropriation include: 


ADMINISTRATION AND COORDINATION OF LEGAL SERVICES 


This activity includes the functions of the General Counsel and his 
immediate staff which includes the tax legislative counsel. As the 
Department’s chief law officer, the General Counsel is responsible for 
the administration and coordination of all legal services within the 
Treasury. This office is also responsible for all legislation of interest 
to the Treasury Department, prepares departmental reports on such 
legislation, and handles correspondence on all legislative matters. 


GENERAL ADMINISTRATIVE SERVICES 


This group furnishes general administrative services for the Office 
offthe Secretary and the departmental headquarters, such as communi- 
cation services, messenger service, records-disposal program, and the 
assignment and utilization of space occupied by Treasury offices. 


OPERATION AND MAINTENANCE OF TREASURY BUILDINGS 


® This activity includes the operation and maintenance of the main 
Treasury Building, its annex, and the adjacent grounds. 


EMERGENCY FIRST-AID SERVICES 


Four health units are operated by this activity to provide emergency 
first-aid services for approximately 11,000 Treasury employees located 
in Washington, D. C. 

The Secretary has already elaborated on the Department’s over-all 
management improvement program and the action the Treasury has 
taken to improve the efficiency and economy of its operations. 
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However, I would like to mention that after the passage of Reorgani- 
zation Plan No. 26 on July 31, 1950, the Treasury took immediate 
action to use the authority this plan vested in the Secretary of the 
Treasury. Many procedural bottlenecks have been eliminated 
through this authority which otherwise would have required a change 
in related laws. 

A few examples are as follows: 

1. By Treasury Department Order No. 121, dated July 31, 1950, 
the functions with respect to the distinctive paper used in printing 
money and securities were transferred from the Bureau of Public 
Debt to the Bureau of Engraving and Printing. 

2. The Commissioner of Internal Revenue, by Treasury Depart- 
ment Order No. 124 of August 22, 1950, was delegated authority 
for the approval of tax compromises in any case involving less than 
$500. Previously all such approvals of tax compromises, regardless of 
amount, had to be approved by the Secretary of the Treasury. 

3. To expedite United States Coast Guard administrative action 
under defense mobilization conditions, the Secretary, on August 2 
1950, delegated to the Commandant of the United States Coast Guard 
the powers vested in the Secretary by title 14, United States Code, 
section 41, as they apply to the establishment of ratings for enlisted 
personnel, and also authorized the Commandant to establish the 
pay grade for each rating on a basis coordinated with Navy policy. 

I have cited only a few of the actions taken by the Department. 
There are others and there will be more. 

As you know, plan No. 26 vests in the Secretary continuing authority 
for the reorganization of the Department’s functions and activities. 
The Department considers this plan an integral part of its manage- 
ment improvement program and will continue to explore its applica- 
tion on a broad departmental basis, as well as to our many technical 
operations. 

While the reorganization plan was approved less than 6 months ago, 
hundreds of proposals for administrative improvements have been 
presented. Many of these must be analyzed in detail before final 
action can be taken. 

However, I can assure you that we will continue to pursue vigorously 
the Secretary’s policy of reducing operating costs wherever possible, 
to further improve the efficiency’ of the Department, and to render 
better service to the public. 


PERSONNEL 


Mr. Gary. You have an adjustment here. You have reduced 
your employees by 47, but they have been transferred to ‘General 
services.” 

Mr. Parsons. That is correct, sir. 

Mr. Gary. So that, after all, there is a slight increase rather than 
an apparent decrease in actual expenses in the Department? 

Mr. Parsons. That is correct, sir; $42,402. 

Mr. Gary. How many employees ‘do you have in the Department 
now? 

Mr. Harp. On December 31 we had 87,858 employees. 

Mr. Parsons. Civilian employees. 

Mr. Gary. I mean under this appropriation. 
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Miss Cutten. On the consolidated appropriation basis, 543. 

Mr. Gary. The figure that you cited was for the entire Treasury 
Department; is that correct, Mr. Hard? 

Mr. Harp. Yes; that is correct. 

Mr. Gary. What is your figure? 

Miss Cutien. As of December 31, 543; and that is the figure today, 
too. 

Mr. Gary. What are you asking for next year? 

Mr. Parsons. 551. 

Mr. Gary. But that does not provide for any increase in personnel, 
simply for filling vacancies that now exist; is that correct? 

Mr. Parsons. That is correct, sir. 


REPORT OF THE HOUSE CIVIL SERVICE SUBCOMMITTEE ON 
OVERSTAFFING 


Mr. Gary. Was there any criticism of your Department by the 
Overstafling Subcommittee of the Post Office and Civil Service 
Committee? 

Mr. Parsons. Yes, sir; there was a reference to two Department- 
wide operations, to which I would like to refer for a moment here. 

Mr. Gary. Did you answer that in the letter that the Secretary 
sent the chairman of this committee? 

Mr. Parsons. Yes, sir; and in the letter which was sent by the 
Secretary to Mr. Williams on December 11, there were two sections 
to which I would like to refer. 

Mr. Gary. Those two sections will be placed into the record at this 
point. 


(The material referred to is as follows:) 


OFFICE OF PERSONNEL 


Reference is made to the section of the report containing recommendations (p. 
93) which states: 

“The departmental Office of Personnel should (a) maintain a more complete 
record of personnel data in order to accomplish better supervision of the personnel 
program.”’ 

The House Appropriations Committee in 1947 sharply criticized the Office of 
Personnel for the number of records maintained and the manpower devoted to 
paper processing, and recommended that it should confine itself in the main to 
policy matters. 

Thereafter an intensive study was made of all of the records and reports of the 
Office. Records which duplicated those kept in the constituent bureaus were 
eliminated and the reports regularly required of the bureaus were reduced to 
those for which there was a continuing need. The bureaus maintain basic data 
from which additional reports can be readily supplied on a spot basis as needed. 
Further, members of the staff of this Office are in frequent contact with bureau 
offices and thereby the need for written reports is reduced. This change in 
operating methods has resulted in a reduction of 46 positions in the Office of 
Personnel since January 1947, and has also reduced the workload on the bureaus. 

‘““(b) Devote more time to the over-all control of personnel costs and staffing 
standards in the headquarters and field offices of the constituent bureaus.” 

It is believed that further improvement in staffing ratios can be attained in 
some areas and attention is being given to this matter. However, due to the 
diverse character of the several bureaus, and such factors as seasonal employment, 
number of skills required, and geograpbical location, it is recognized that there 
will be a justifiable variation of ratios between them. For example, the Bureau 
of the Mint, which has six widely separated field establishments, cannot attain 
the same ratio as the Bureau of Engraving and Printing whose employees are all 
domiciled in two connected buildings. 
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A considerable amount of staff time is being devoted to simplifying the record 
systems and to reducing the paper work involved in handling personnel matters. 
Substantial progress has been made in this area and when this project is completed 
a more consistent ratio between bureaus will result. 

“2. Bureaus maintaining field offices should delegate additional authority to 
them in order to expedite action and reduce workloads in the headquarters.’’ 

The announced policy of the Department is in accord with this reeommenda- 
tion and delegation of authority and decentralization of operations to field offices 
is progressing as rapidly as circumstances will permit. 


OFFICE OF ADMINISTRATIVE SERVICES 


Reference is made to the committee’s comments on page 70 of the report 
concerning general services, which conclude with the following statement: ‘“‘The 
Office of Administrative Services, within the Office of the Secretary, exercises 
virtually no control over the constituent organizations. They operate in a highly 
variable and dissimilar manner.” 

Other references to the control of general services, to the same effect, are found 
on pages 71 and 72. There appears to be evident, from these comments, a lack of 
information or misunderstanding on the part of the committee about what the 
mission of the Office of Administrative Services is supposed to be. 

The Office of Administrative Services was not created to become a control point 
or central repository of all general services within the Department. It was 
established to combine supervision of certain service and administrative operations 
already existing at the departmental level, only some of which have a Department- 
wide significance. In the main, its operating functions have been confined to the 
service requirements of (1) the staff offices of the Secretary and the departmental 
headquarters, and (2) certain of the smaller bureaus which have made use of its 
physical facilities, such as its duplicating unit, rather than establishing their own 
facilities. Other Treasury activities are served by some of its facilities merely 
because of “‘building residence” (telephone switchboard, for example) and main- 
tain self-contained service facilities for themselves in other respects. 

The functions and responsibilities of the various Treasury bureaus, compara- 
tively, are highly dissimilar. To best handle dav-to-day operating problems, 
the Department has been organized on the basis of decentralized operating autho- 
rity vested in the respective bureau chiefs, with policy control retained at the 
department level. This basis has contemplated the employment by the respective 
bureaus of whatever self-contained operating services that contributed to the 
operating requirements of the bureau functions. The direct result is to provide 
the bureau head with working tools which are immediately available as needed. 
Likewise, the expense of such services is made a part of the appropriation of the 
using bureau, which is in accord with the principles of the performance-type 
budget. 

The Office of Administrative Services is responsible for promulgation of depart- 
ment orders and administrative regulations, and for coordination, at the depart- 
ment level, of matters pertaining to records administration, printing, and space 
occupied by Treasury offices. It participates in management programs of the 
Department related to its general functions. It has direct liaison responsibility 
between the Department and the several activities of the General Services Adminis- 
tration. However, with regard to control of general services in the bureaus, the 
Office of Administrative Services was never intended to become a control unit, 
and to place it in such a category would run counter to the policy of decentralized 
operating authority which has been a major element in the Department’s organ- 
ization pattern. 


Procurement 


On page 71, the report cites the handling of purchase orders and the varying 
cost of issuing purchase orders in various bureaus, as an example of what is termed 
“unsatisfactory common services.”’ It is believed that this example serves only 
to point out that the purchasing requirements of various bureaus, and the internal 
purchasing processes, are quite different. The Bureau of the Mint, the Bureau of 
Engraving and Printing, and the United States Coast Guard each have particular 
commodity requirements not existing elsewhere. Some bureaus have field offices 
while others are entirely local to the District of Columbia. Some bureaus have a 
centralized procurement process while others make use of a decentralized method 
in field offices. It may he well to point out, in regard to decentralization, that such 
procedure may work faster and reduce supervisory expense; yet a centralized 
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operation may be able, through consolidation, to reduce the number of purchase 
orders. All of these factors have an effect on the cost of purchase operations. 
Accordingly, to say that the varying cost of purchase orders is indicative of 
disordered and costly procurement activities appears unwarranted. More 
particularly, it would seem to serve only as an indication of what the committee 
report earlier mentioned (p. 70), that the bureaus operate in a “highly variable 
and dissimilar manner.”’ 

Previous reference has been made to the dissimilarity of function existing 
between the respective bureaus. In several instances, this dissimilarity exists 
also between the respective components of a single bureau, where a combination 
of administrative, technical, and enforcement functions is found. The general 
services function is a relatively minor aspect of the total cost of bureau operations, 
and its mission is to serve as a working tool of that bureau. Whether the methods 
of performance of the general services function vary from bureau to bureau is 
unimportant. The chief consideration is whether the performance of the general 
services function within a bureau serves that bureau effectively and economically. 
The Treasury believes it does just that. 

Specific disagreement is expressed with the statement found on page 71, under 
item A, that the transfer of the Bureau of Federal Supply from the Treasury has 
left a void of leadership in the procurement field. The transfer of Federal 
Supply was accomplished by Public Law 152 (8ist Cong., Ist sess.). The same 
enactment raised from $100 to $500 the general authority for Government 
agencies to purchase in the open market without advertising. With the exception 
of the raised dollar amount, Treasury bureaus have the same authority today as 
they had prior to enactment of such legislation, and the Federal Supply Service is 
performing substantially the same type of purchasing for the Department as it 
did prior to its transfer from Treasury. There has been no change whatsoever 
with regard to the Department’s position with respect to providing supply leader- 
ship, where needed, to its constituent bureaus. It has only been found necessary, 
since such transfer, to establish effective liaison with the General Services Admin- 
istration for purposes of the Federal Supply Service; in other words, to establish 
the same type of liaison as already existed with other control agencies. 


General services 


On page 93 of the report, reference is made to a realinement of all procurement 
activities and establishment of a central control. What is actually intended is 
not clear, but the general implication seems to suggest establishment of a central 
procurement Office. 

A great part of the supply needs of Treasury bureaus is met from recognized 
Government services, such as, for example, those sources controlled by the 
Federal Supply Service. The volume of direct open-market transactions is rela- 
tively small, aside from the technical and specialized supply requirements of the 
Bureau of Engraving and Printing and the Bureau of the Mint. To give one 
example, as in the case of technical and specialized supply items in the Bureau of 
Engraving and Printing, the details of specifications preparation, procurement 
through the bid and award procedure, and materials inspection necessitate close 
association of the procurement unit and the operating units familiar with tech- 
nical requirements. To establish a central activity at the department level would 
merely create an additional laver of handling. In addition to the categories just 
mentioned, the United States Coast Guard presents still another situation, since 
it is a military activity and its supply needs must be determined by military re- 
quirements. Accordingly, it is believed that control of the procurement activity 
should remain with the using bureau, as a working tool geared to the bureau’s 
own program and organization. 


Mr. Gary. Now, we will be glad to hear any statement you want 
to make with reference to these two sections, Mr. Parsons. 

Mr. Parsons. The sections I referred to in the statement the 
Secretary submitted relate to the departmental Office of Personnel 
and to the Office of Administrative Services. 

As to a general point, on which I am sure you have already had 
some comment, it is our feeling that the main difficulty with the 
report, particularly with reference to these two items, is that the 
staff members of the subcommittee did not have sufficient time, in 
the period they were in the Treasury Department, to really become. 
acquainted with the facts. 
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I might illustrate that point by one simple statistic. You gentle- 
men are thoroughly familiar with the McKinsey & Co. study of the 
customs service. ‘That group, in addition to using many man-hours 
of Customs and Treasury personnel, actually employed about 735 
man-days of their own professional staff’s time on that one bureau. 

We have made a rough estimate, and the maximum time that could 
prentiy have been expended on the entire Department by the pro- 
essional staff of the subcommittee was about 120 man-days. 

It just stands to reason that in spending that amount of time 
in the vast number of activities we have in the Treasury, they just 
could not become sufficiently acquainted with the facts to be fully 
informed. 

It is our feeling that the difficulties of that report stem from that 
very basic situation, that the subcommittee’s staff did not have suffi- 
cient time to become acquainted with Treasury’s operation, no matter 
how skilled they may have been. 


LANGUAGE CHANGES 


Mr. Gary. Do you have any language changes? 

Mr. Parsons. The language change results, sir, in that the entire 
appropriation is a new appropriation, substituting for the five appro- 

riations which are mentioned in my statement. So, in effect, the 
anguage is entirely new. 

Mr. Canrietp. Mr. Parsons, did these investigators from the 
House Legislative Subcommittee discuss their approach and the 
Treasury findings with you? 

Mr. Parsons. The members of the professional staff did have a 
number of conferences with me and with some of my key personnel. 
However, at no time did we see any final conclusions or summation of 
facts. It was all discussion, and we at no time knew the type of 
conclusions the staff was reaching nor were we given an opportunity 
to answer any of the allegations that they were planning to make in 
their report. 


REPAYMENT OF LOANS TO FOREIGN COUNTRIES 


Mr. Canrietp. Mr. Parsons, if my recollection serves me correctly, 
during and since the war you have given or loaned some $70,000,000,- 
000 to various countries around the world. I wonder if the Treasury 
Department has any summary that might indicate to this subcom- 
mittee how much of this money has ever been repaid and in what form. 

Mr. Parsons. I am sure we can get that information for you for the 
record, sir. 

Mr. Gary. Will you please do that, and have it inserted at this 
point? 

Mr. Parsons. Yes, sir. 

(The information requested is as follows:) 


The semiannual reports to the President and to the Congress by the National 
Advisory Council contain appendix tables with detailed data on United States 
Government grants and credits. Included in the forthcoming report of the 
Council for the period April 1 to September 30, 1950, are data showing returns 
and repayments for both grants and credits from July 1, 1940, to June 30, 1950. 
Detailed data on credit repayments for this period are also shown by country 
and by type of loan. The following table, summarizing United States foreign-aid 
figures appearing in that report, also includes additional data for the 3-month 
period July 1, 1950, through September 30, 1950: 
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Analysis of U. S. Government foreign aid utilized July 1, 1940, to Sept. 30, 1950 


{In millions of dollars] 





Item 








1 66, 595 | 11, 631 
8, 689 | 1, 752 





} 
| 


7,785 | 57, 906 | 9, 879 





' Includes approximately $47 billion of lend-lease assistance utilized during the war. Almost $8 billion of 
this amount was subsequently repaid to the United States in the form of reverse lend-lease. 


Source: Clearing Office for Foreign Transactions, Department of Commerce. 
DISPOSITION OF FUNDS ON DEPOSIT IN FOREIGN COUNTRIES 


Mr. CanrieLp. Mr. Parsons, it is my understanding that the 
Treasurer has some $38,000,000 of foreign currencies on deposit at 
various places around the world. Could you tell us how these funds 
are disposed of? 

Mr. Parsons. I have asked Mr. Heffelfinger to come up here. He 
is Mr. Bartelt’s assistant. I wonder if we could call him around to 
answer that. He has that information. 

Mr. CanFieEp. | have two or three questions on that point. 

Mr. Parsons. He is standing by. 

Mr. Canrievp. Mr. Heffelfinger, it is my understanding that the 
Treasurer has some $38,000,000 in foreign currencies on deposit in 
various places around the world. Can you tell us how these funds are 
disposed of? 

Mr. Herre trincer. They are disposed of by transfer to other 
agencies of the Government who have occasion to disburse foreign 
currencies. Usually they are disposed of in exchange for dollars. 

Take, for example, the State Department may have expenditures 
in a particular country where we have the currency of that country. 
We will transfer the foreign currency to the State Department’s dis- 
bursing officer in exchange for a dollar check. The dollar check, of 
course, is charged against its appropriation and is covered into mis- 
cellaneous receipts. 

Mr. Canrievp. Could you insert in the record at this point a state- 
ment of these thirty-eight-million-cdd dollars, together with an ex- 
planation of where they came from and for what purpose? 

Could you furnish that for the record? 

Mr. HeFrreLFINGER. Yes, sir. 

Mr. Canrretp. In other words, how much gross did we receive 
from these countries, and what has happened to it? 

Mr. Herreitrincer. We can prepare a statement along that line; 
yes, sir. 

Mr. CanFietp. Would you be good enough to do so? 

Mr. Herrevrincer. Yes, sir. Most of it comes from lend-lease 
settlements, or the sale of surplus properties. Some of it comes as 
collection from ECA guaranties and counterpart funds under their 
programs. 

(The information, subsequently furnished, is as follows :) 
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Mr. CanFievp. Is there any law now on the statute books, Mr. 
Heffelfinger, that requires that foreign currencies available to the 
Treasurer be used for administrative expenses in the respective 
countries before dollars are made available? 

Mr. Herrevrincer. I do not recall a law in that specific term. 
There is, however, a very effective utilization of those foreign cur- 
rencies by common understanding and agreement with the principal 
foreign currency using agencies of the government. We get esti- 
mates from each agency which has occasion to spend foreign currency. 

We correlate that information. We compare it with the currencies 
we have on hand, and if we had anticipated demands for a foreign 
currency which we do not have, but which we are entitiled to get 
under a lend-lease agreement, we notify the State Department to 
that effect, and they will then call down, under their agreements, 
certain specific currency that we may lack at the moment. We do 
that every quarter. 

Mr. CanFiEvp. That is all, Mr. Chairman. 

Mr. HeEFFeLFINGEerR. Once we turn over to an agency for disbursal, 
it is their responsibility to disburse at that point. 

All of the currency, of course, is not turned over for dollars, as 
Congress has authorized certain currencies to be turned over without 
reimbursement to the information program of the State Department, 
with the approval of the Director of the Bureau of the Budget, up 
to a certain dollar limitation. 

Other currencies are turned over without reimbursement for the 
Fulbright program. 

But, for the most part, we get dollars, which are covered into the 
Treasury. 

HEALTH PROGRAM 


Mr. Canrretp. Mr. Hard, we were just told that you have 87,858 
civilian employees in the Treasury Department. You know that it is 
your responsibility to look after their health. What is the health 
picture of Treasury employees today? 

Mr. Harp. We have five health units, one is in the main Treasury 
Building. The largest one is the Bureau of Engraving and Printing. 
There is one for the Internal Revenue Bureau, and two smaller units, 
one in the Liberty Loan Building and one in the Engraving and Print- 
ing Annex. 

We have one surgeon who spends most of his time at the Bureau of 
Engraving and Printing. 

We have a total staff of 20 employees in the Health Service. Seven 
are in the Bureau of Engraving and Printing unit and will be trans- 
ferred to that Bureau on July 1. 

Mr. CanFietp. How about the health of Treasury employees? 

Mr.- Harp. | think the health of Treasury employees, insofar as I 
am able to judge, is certainly average among other Federal employees. 
Maybe our accident record is a little higher on account of our industrial 
operations in the Mint and in the Bureau of Engraving and Printing. 
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Mr. Canrietp. Do you feel that the current health program is 
helpful in improving their general health attitude? 
Mr. Harp. Yes, sir; 1 do. Our health program, as you know, does 


not equal the Public Health Service plans, but we do have emergency 
health service. 


MANDATORY REDUCTION IN APPROPRIATIONS 


Mr. Passman. Mr. Parsons, I believe under Public Law 759, 
section 1214, it is mandatory that the President apply a cut of $550,- 
000,000. Did your Department have to absorb some of that reduction? 

Mr. Parsons. Yes. This appropriation did. The appropriation 
“Salaries, Office of Secretary,’ was reduced $5,000, under that pro- 
vision, and the appropriation “Salaries, Office of the General Counsel,”’ 
was reduced $1,000. 

Mr. Passman. Are you going to be able to operate under that 
reduction without having to ask for a supplemental appropriation? 

Mr. Parsons. Yes, sir; we have fitted our program to that. 


PROPOSED LEGISLATION TO DISBURSE $2 BILLION OF UNCLAIMED TAX 
REFUNDS 


Mr. Passman. Mr. Parsons, I read in the paper a few days ago 
where a Member of the other bedy is proposing legislation that the 
Congress appropriate approximately $2,000,000,000 out of the 
Treasury in accumulated funds of unclaimed taxes, this money to 
go to the 48 States. Are you familiar with that proposed legislation? 


Mr. Parsons. I remember seeing the legislation. As to what it 
is referring, I could not say. Perhaps Mr. Heffelfinger could. 

Mr. Herrecrincer. That was the resolution, I believe, that was 
introduced by Senator Langer. 

Mr. Passman. Yes. 

Mr. Herreirincer. It was a bit confused, I believe—with all due 
respect to the Senator. He took our public debt statement and came 
to the section which shows the mature debt of the Treasury, still 
outstanding, that has not been presented for payment. Beyond that 
mature debt there are other items of debt. 

For example, there is the debt represented by notes held in the 
International Monetary Fund, and the debt represented by the out- 
standing United States notes in circulation, and certain other cate- 
gories of debt, coming to the figure of $2,000,000,000. 

We had that resolution before us yesterday to send a report to the 
committee, in which we will, of course, point out that it is live debt, 
so far as the Treasury is concerne 

Mr. Gary. We can proceed to the next item. 

Mr. , sean We have another witness coming on that, Mr. 
Chairman. He is on the way around right now. Can we excuse 
these folks? 

Mr. Gary. Yes. 

We are very much obliged to you. 
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FrepEerRAL Tort Ciaims 


WITNESS 
JOHN KE. CARLOCK, ASSISTANT GENERAL COUNSEL. 


Funds available for obligation 





| | 
1950 actual 1951 estimate | 1952 estimate 





Appropriation or estimate | : | $30, 000 
Unobligated balance, estimated savings----- ixbd towne <tdukouen —4, 688 





Total obligations 





Obligations by activities 


Payment of tort claims—1950, $25,312; 1951, $30,000; 1952, $30,000. 
Obligations by objects 


13. Refunds, awards, and indemnities—1950, $25,312; 1951, $30,000; 1952, 
30,000. 


Mr. Gary. We will now consider the Federal Tort Claims of the 
Treasury Department. In this connection we will insert into the 
record page 14 of the justifications. 

(The material referred to is as follows:) 


FeperaL Torr Ciaims, TREAsURY DEPARTMENT 


Analysis of appropriation base for fiscal year 1952 


Regular appropriation, TUSt act... 2. be cee lt $30, 000 
Supplemental appropriation for 1951 


Total appropriation, 1951 
Appropriation base for 1952 
Appropriation estimate for 1952 


Comparison of appropriation base with appropriation estimate for 1952 





Appropriation base | Appropriation esti- | sas 
for 1952 | "mate for 1963 | Tnorense or Gecrense 





Activity j { 

| Average | | Average | Average | 
posi- | Amount | posi- | Amount posi- | Amount 
tions | tions | tions 








1, Payment of tort claims 





Mr. Gary. From the justifications, it appears that there was an 
appropriation of $30,000 for 1951 and that $30,000 is requested for 
1952. 

Can you tell us something about this item, Mr. Carlock? 

Mr. Cartock. Yes, Mr. Chairman. 

This item is to pay the damage claims that the Department settles 
under the Federal Tort Claims Act. Under that act, the Secretary 
is given authority to settle the claims for damages caused by the 
negligence of Treasury employees up to an amount of $1,000 apiece. 

Over that amount, the persons who are damaged can sue the United 
States for recovery. If those suits go to judgment, they are paid like 
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any other pocement. If they are compromised by the Justice De- 
partment before judgment, ‘the payment comes out of this ap- 
propriation. 

We have had about 4 years’ experience now, We have had an ap- 
propriation of $30,000 every year. In 1948 we paid claims totaling 
about $27,500. 

In 1949 we settled claims totaling about $28,800. 

But in that year Justice settled one big lawsuit for $40,000 and we 
got a supplemental appropriation to cover that. 

In 1950 we settled claims totaling $25,300. 

So far this year we have paid claims totaling $11,574.31. 

We also know that the Department of Justice has just agreed to 
settle a lawsuit for something over $13,000. So, we know we have 
claims of around $25,000 for 1951. 

Mr. Gary. I suppose that is an item that you cannot do much with, 
since it is just an estimate. 

Mr. Cartock. That is correct, sir. 

Mr. Gary. Whatever claims you have, you settle and pay them 
as far as you can out of this fund; and, if the fund is not sufficient, 
you then have to come in and ask for additional money; is that correct? 

Mr. Cartock. That is right, sir. 

Mr. Gary. If the fund is more than you need, then you only use 
that portion that is required by the claims that you settle; is that right? 

Mr. Cartock. That is correct. We have been a little bit over 
every year so far. 

Mr. Fernanpez. Then you have two classes of claims that are paid 
under this appropriation: those settled by the departments under 
$1,000, and those settled by the Department of Justice; is that correct? 

Mr. Cartock. That is correct. 

Mr. Frernanpez. And those do not go into judgment if they are 
settled by the Department of Justice; do they’ 

Mr. Cartock. If they do not go to judgment, ‘and they are settled, 
it comes out of this appropriation. 

Mr. Gary. They are all the same claims—are they not?—that go 
to the Department of Justice, or just those claims that you cannot 
agree on; is that correct? 

Mr. Cartocx. They are the ones that either the person did not 
want to settle administratively, under $1,000, or that were so much 
above $1,000 that they never tried to settle. 

Mr. Gary. They are the tort claims exceeding $1,000, which are 
handled by the Department of Justice and can only be compromised 
by the Department of Justice; is that right? 

Mr. Cartock. That is right. 

Mr. Gary. But they are all the same type of claims; are they not? 

Mr. Cartock. All of the same type. 

Mr. Gary. The only difference being the amount? 

Mr. Cartock. That is right. 

Mr. Gary. In one instance it is compromised by the Treasury 
Department, and in the other:it is compromised by the Department 
of Justice. 

Mr. Cartock. That is right. 

Mr. Gary. But, if suit is instituted and they go to judgment, then 
the judgment is paid not out of this appropriation, but by an act of 
Congress; is that right? 
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Mr. Cartock. That is right. 

Mr. Canrieip. Mr. Carlock, I note in your justifications that as 
of December 1, 1950, you had pending 26 lawsuits, representing a total 
potential liability of $1,099,095.50. That is a big sum of money. 
What type of claims are embraced in that amount? 

Mr. Cartock. There are a couple of big claims involving aviation 
accidents. They have been pending for 3 or 4 years. You may 
remember, Mr. Canfield, that a similar figure has been in here for the 
last several years. I do not know when they have to come to trial, 
or have to be settled. Apparently, they are not going to be settled 
for anything near that amount and there will not be a judgment for 
anything near that amount. That is just what the plaintiffs have 
asked for in their complaints. 

Mr. Canrietp. Were those claims Coast Guard claims? 

Mr. Caruock. Yes, sir. It is not all airplane accidents, but I 
know a couple of airplane accidents have raised this figure. Several 
big claims are as a result of automobile accidents, too. 

Mr. Canrrevp. That is all, Mr. Chairman. 

Mr. Gary. I notice under the language here you are excepting the 
Bureau of Engraving and Printing. You have been paying the claims 
of the Bureau of Engraving and Printing out of these funds; have 
you not? 

Mr. Carztock. Yes; we have. They have this new arrangement 
now, but they have not had many large claims. 

As I remember, thus far in this year there have been two claims 
amounting to $228. None of them has been approved. 

I remember one year we had a small claim from a lady who stepped 
on a loose brick down there and sprained her ankle. That was 


settled. But we have not had many large claims down there. 


CONGRESSIONAL ContTROL Over BurREAU OF ENGRAVING AND 
Printing Unper New Meruop oF FINANCING 


Mr. Gary. At this point we will insert into the record a letter, 
dated February 19, 1951, addressed to me from Mr. Foley explaining 
the matter of congressional control over the Bureau of Engraving 
and Printing under the new method of financing. 

(The material referred to is. as follows:) 


Tue SECRETARY OF THE TREASURY, 
Washington, February 19, 1951. 
Hon. J. VaucHan Gary, 

Chairman, Treasury-Post Office Subcommittee, 
Committee on Appropriations, House of Representatives, 
Washington, D. C. 

My Dear Mr. CuHatrMan: I understand that, at the recent hearings on the 
1952 appropriation for the Bureau of Engraving and Printing, concern was ex- 
pressed by your committee as to whether the Congress will lose some control as a 
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result of the new method of financing under Public Law 656. In my opinion, 
there is no such danger, but I think it would be most unfortunate to leave the 
question unresolved in the minds of any members of your committee. 

The Congress should have as much and more control than it has in the case of 
Government corporations which also are financed largely through their operations 
and use business-type budgets and systems of accounting designed to disclose 
financial condition and the costs and expense of doing business. There is, how- 
ever, an important difference in the case of the Bureau. ‘The Congress still retains 
control over expenditures through annual appropriations made to the Federal 
agencies ordering and using the Bureau’s products. On the other hand, the Con- 
gress has authorized a continuing investment in the Bureau which must be sus- 
tained at a given level unless capital is withdrawn or additional capital is supplied 
through appropriation acts. Meanwhile, the Bureau can make expenditures only 
to the extent that they can be recovered from funds provided for that purpose in 
the annual appropriations of the agencies serviced. 

At the annual hearings, your committee will be provided with a clear, complete 
and unified picture of the financial program, condition and operations of the 
Bureau, including all costs and expenses of production by classes and units of 
products. The Bureau will also supply complete personnel data and such other 
expenditure information as the committee may require. In addition, the Congress 
will have independent assurance, through a searching examination by its own 
agent, the General Accounting Office, of the financial transactions, accounts, and 
reports of the fund. 

Moreover, management will be aided in strengthening and improving the 
financial system through teking edvantege of constructive suggestions which are 
such an important part of independent audit. 

It seems to me that, by reason of the new method of financing, every agency 
serviced, as well as the Bureau itself, will have a definite interest in production 
costs. Because of this mutuality of interests, complete information regarding 
the Bureau’s costs and expenses will be available at all times to the agencies 
serviced. When these agencies appear before your committee, or other committees 
considering appropriations, to justify why and how much they need of the Bureau’s 
products, they will also be in a position to indicate what it will cost based on 
reliable financial data of the Bureau which has stood the scrutiny of independent 
audit by the Comptroller General. 

Taking all these factors together, and considering the advantages the new 
svstem affords in the way of efficient and economical management, it appears 
that the Congress will have fully as much control as before, although by somewhat 
different means, over the expenditures of the Bureau of Engraving and Printing, 
If your committee has no objection, I should like to see this letter inserted in the 
record of the Bureau’s hearing. 

Very truly yours, 
E. H. Fotey, 
Acting Secretary of the Treasury. 


OBLIGATIONS AND APPROPRIATIONS 1951 To Date 


Mr. Gary. We would like to have placed in the record a statement 
showing the appropriations and obligations for the first 6 months of 
fiscal year 1951. 

(The matter referred to is as follows:) 


79961—51——-25 
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Obligations and appropriations, fiscal year 1951, as of Dec. 31, 1950 





Obligations 
for operating 
.—) "Te to date for 
thecaeh fiscal year 


Dec. 31, 1950 1951 1 


Amount 
appropriated 





Office of the Secretary, salaries____- = daccenta cp aiasee $460, 463 $935, 000 
Damage claims_- ais da Adm wmaseoed ve bb webic 7. 30, 000 
Health Service programs s eanhigeatdeedie 80, 600 80, 000 
Office of General Counsel, salaries _- CSE SS 163, 798 339, 000 
Office of Administrative Services, salaries....._.._..__. eS 565, 618 2 1, 095, 500 
Miscellaneous expenses _. wicks wai Poinuceteuas 189, 066 | 3 293, 000 

Bureau of Accounts, salaries and e xpenses de atinaiscamaatuith 982, 282 | 2, 090, 000 
Division of Disbursement, salaries and expenses - : iba Sh nde 5, 130, 309 | 10, 750, 000 
Government losses in sh ipment ; eo 7, 226 100, 000 

Bureau of the Public Debt, administering the public eee ; | 22, 562, 955 § 46, 516, 000 

Office of the Treasurer, salaries and expenses_......_.....-..-.2- 02-22-22} 2, 296, 207 5, 175, 000 
Contingent expenses, public moneys_...._._- ‘ ceti | 222. 525 475, 000 

Bureau of Customs, salaries and expenses : maine : 19, 262, 909 | 5, 450, 000 

Bureau of Internal Revenue, salaries and expe nses...... eee id | 120, 207, 501 246, 820, 000 
Additional income tax on railroads in Alaska 2 5cse cath Sika 7, 124 &, 000 

Bureau of Narcotics, salaries and expenses ‘ SEMEN EN Se Hesse 898, 877 | , 845, 000 

Bureau of Engraving and Printing, salaries and expenses | 10, 666, 982 , 635, 000 
Distinctive paper for United St: ites currency re i ; ahd daa . 178, 353 | 2, 420, 000 

Secret Service Division, salaries and expenses... ___- : a wiles 5, 953 2, 221, 700 
White House Police, salaries and expenses--._- . x : 207, 743 | 473, 000 
Guard force, salaries and expenses : A betes 323, 044 | 

Bureau of the Mint, salaries and expenses 9, 007 | 3, 780, 000 

Coast Guard, operating expenses 3 a ceniabicekiiatn bee 3, 758 | 136, 000, 000 
Acquisition, construction and improvements. -. sea sai | 3, O45 | 17, 000, 000 
egred Pay. - ..5-....-- 522... * ree » ais 7, ” 461, 584 15, 575, 000 








| 





1 Exclusive of reductions of $1,750,500 required under sec. 1214 of the General Appropriation Act, 1951. 

2 Reflects transfer of $89,500 to General Services Admi nistration under Reorganization Plan No. 18 of 1950. 

3 Reflects transfer of $15,500 to General Services Administration under Reorganization Plan No. 18 of 1950. 

‘ Reflects transfer of 734,000 to Post Office Department under provisions of Treasury Department 
Appropriation Act, 1951. 

5 Reflects transfer of $28,759 to General Services Administration under Reorganization Plan No. 18 of 
1950. 


Mr. Gary. Are there any further questions? Thank you, sir. 


Tvurspay, Fesruary 20, 1951. 
EXPORT-IMPORT BANK OF WASHINGTON 


WITNESSES 


HERBERT E. GASTON, CHAIRMAN 

HAWTHORNE AREY, VICE CHAIRMAN 

WALTER C. SAUER, VICE PRESIDENT 

SIDNEY SHERWOOD, SECRETARY 

ARTHUR M. ANDERSON, ASSISTANT TREASURER 

R. MICHAEL RING, CHIEF, LOAN ACCOUNTS SECTION 


SALARIES AND EXPENSES 


Funds available for administrative expenses 





1950 actual | 1951 estimate | 1952 estimate 








DIRECT EXPENSES 
| 
Limitation or estimate . 3 $ $250, 000 | $965, 000 $965, 000 
Unobligated balance, estimated savings. } 


Total direct administrative expenses. .__-- ae 867, 946 965, 000. 965, 000 


REIMBURSABLE EXPENSES 
| 
| 


| 
| 
| 


Reimbursements for services performed. ........_.- P 9, 634 6, 000 


Total administrative expenses... .............-......--- | 877, 580 | 973, 000 977, 000 
I 


12, 000 











Expenses by objects 





Object classification 1950 actual {1951 estimate 1952 estimate 





SUMMARY OF PERSONAL SERVICES 
Total number of permanent positions. _............- 


Full-time equivalent of all other positions_. pds deakes 
Average number of all employees. .............- i 


Personal services: } 
Permanent positions...............-.... | $736, 73; $793, 025 | 
Pempeorary positions... . eae : 53 | 5, 000 | 
Regular r pay in excess of £ S2-week base 4 | car 
Excess of annual leave earned over le: ive ti iken - _| 21,426 | 23, 306 | 
Payinent above basic rates 
Total personal service expenses _ _ ._- 
DIRECT EXPENSES 
Personal services__.- sad = 760, 16: 18, 765 R18, G00 
Travel : : , Tee Re 20, 5: 17, 610 18, 000 
‘Transport tion of thin s scescladindi r 5 5 
Communication services 2 7, 802 l 11, 000 
Kents and utility ser S_.. fs ; 50, Gl j2, 009 62, 000 
Printing and repro luet é 3 i) 9, 000 
Other contractual serv ea | , 663 4125 | 3.750 
Services performed by oth agencies... ... j 5, oa 7, & 8, 250 
Supplies ind materials d 3, S78 a, 4 500 
Total direct expenses wae 7, O4 965, i 965, 000 


REIMBURSARLE EXPENSES 
Personal services. __. a tks en Sechaba , 63 5, 000 9, 009 
05 Rents and utility services 3. 3 3, 000 
Tota) reimbursable expenses -- ‘capensis 9, 63 : 12, 000 


Total administrative expen 3 ‘ ea 77, 5830 973 ) 977, 000 


Mr. Gary. The committee will please come to order. 

We will now take up the budget estimates for the Export-Import 
Bank of Washington. We have Mr. Herbert E. Gaston, chairman, 
with us. Mr. Gaston, would you like to make a general statement? 

Mr. Gastron. Yes, sir. 

Mr. Gary. We will be very glad to hear from you at this time. 


GENERAL STATEMENT 


Mr. Gastron. The Export-Import Bank is requesting $965,000 for 
administrative expenses for the fiscal year 1952, the same limitation 
as that established for the current fiscal year. 

You will recall that the bank does not receive appropriations but 
operates on funds authorized to be allocated out of its current profits, 
which are estimated at $51,000,000 for the next fiscal year. 

The amount proposed has been fixed in the light of the President’s 
program of the closest and most rigid economy for the coming year. 
There is no doubt that administrative needs in connection with the 
consideration of new loans and the administration of existing credits 
will tax the ingenuity of the Directors and officers of the bank to 
make these funds suffice. 

But that is not a new story in the Export-Import Bank. We are 
today dealing with credits and with developmental projects spread 
all around the globe at a cost very little greater than was incurred a 
few years ago to deal with commitments “which were only a fraction 
in amount, number, and geographical extent of those being admin- 
istered today. 
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A few years ago the bank was dealing principally with only a few 
countries in Latin America and had about $500,000,000 outstanding 
loan commitments. Our commitments now are close to an even 
$3,000,000,000 and we are supervising administration of credits and 
considering applications from all continents and some 40 countries. 
We have large commitments in Mexico, one of our two border coun- 
tries, and are considering strategic-metals financing in Canada; but 
we also have projects in being and allocations to consider in countries 
as remote as Turkey, Egypt, Liberia, Saudi Arabia, Iran, Afghanistan, 
and Indonesia. 

We do not anticipate any lessening of our workload during the 
approaching fiscal year. If the shortage of materials should curtail, 
as it may, sales of some United States products financed by export- 
import loans, this will be more than counterbalanced by the demands 
on our staff incident to applications for financing development of 
scarce strategic materials. As an instance, I can cite projects for 
producing manganese, zinc, nickel, tin, copper, and sulfur in foreign 
countries which we now have actually in hand and on which we are 
working closely with the supply and stockpile agencies of the Gov- 
ernment. These projects require considerably more planning and 
professional-staff work than the ordinary foreign loan, because the 
bank is the seeker and not'the sought and a good deal more initiative 
and coordinative effort is required. We have not thought we were 
warranted in merely sitting and waiting for projects to be brought 
to us where the defense interests of the United States are so closely 
concerned. 

But we shall be required to continue our activity in other types of 
projects where the economic interests of the United States are involved. 
We are concerned with industrial enterprises in foreign countries such 
as the steel mills in Brazil and Chile which will relieve the strain on 
United States production, with transportation improvements to bring 
out supplies of exotic products needed by the United States, and with 
developmental projects in underdeveloped countries which we cannot 
drop in midstream and others which are needed to serve the interests 
of the democratic western world. Such are the projects I have 
mentioned in middle and far-eastern lands as well as many in Latin 
America from the Rio Grande to the Straits of Magellan. 

I think you will realize from what I have said that the program we 
have laid out for ourselves will stretch our staff resources to the limit. 
But we intend to make an effort to make the proposed allocation of 
funds do the job. 

We have experienced some difficulty in the last year in obtaining 
just the men we needed to fill gaps in our organization. Our standards 
are rather high. Our current yeur’s funds probably will not be fully 
exhausted. This is because we do not dare to increase our staff and 
expenses far beyond the rate that can be sustained for a full year. 
At the end of this year we will be fully up to that mark. We have 
succeeded in adding some badly needed professional personnel. 

While it is impossible to estimate the extent to which the bank’s 
lending authority, of which only $545,000,000 is now uncommitted, 
will be committed in 1952, there is strong evidence that increased 
demands for loans will be placed upon the bank. After thorough 
consideration of the possible potential total of new loans in 1952, 
the Board of Directors estimates that only 144.6 million dollars of 
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its present lending authority will remain uncommitted as of June 30, 
1952. ‘This indicates a sharp depletion of the bank’s lending authority 
in relation to the increase in the lending operations. To meet prob- 
able needs in the present critical international situation as well as to 
finance strategic material development, it seems to us apparent that 
early consideration should be given to increasing its statutory lending 
authority by $1,000,000,000 as requested by the President in his recent 
budget message to the Congress. 

Loan disbursements in 1952 are estimated at $270,000,000 and 
loan repayments and interest should total approximately $210,000,000, 
which indicates that a significant portion of the funds for new loans 
is provided by repayments and interest earnings. The net profit in 
1950 was 49.1 million dollars and is estimated at 49.5 million dollars 
in 1951 and 51.3 million dollars in 1952. 

The magnitude of the bank’s task is indicated in part by the fact 
that interest and principal payments ranged between 195.3 and 210.2 
million dollars. Administrative costs of less than $1,000,000 annually 
seem more then justified to safeguard lending operations of these 
proportions. The bank estimates that its outstanding loans at the 
end of 1952 will amount to approximately 2,508.3 million dollars in 
over 40 different countries. 

The number of credits which are approved represents only a small 
percentage of the requests for financial assistance received by the 
bank. Nevertheless valuable man-hours must be spent in assessing 
the worthiness and suitability of applications. Over 80 applications 
for credit were rejected as being unsuitable or not falling within the 
field of operations of the bank during fiscal year 1950. Analysis of 
the worthiness of many of these required as much time of the staff 
and officers and directors as did the analysis of those applications 
which were ultimately approved by the Board. 

I think I should interject here that when I say 80 applications 
for credit were rejected, we mean they were rejected after serious 
staff consideration and discussion by the Board. That does not 
include the brush-of's of applications that we considered clearly out 
of line. 

Administrative expenses for 1952, estimated at $965,000, include 
an estimated $48,000 for travel expenses needed for field examination 
and inspection. The total of administrative expenses will amount to 
less than one-half of 1 percent of disbursements, one twenty-fifth of 
1 percent of loans outstanding and 1.9 percent of estimated net profit. 

The bank is authorized by the Export-Import Bank Act of 1945 as 
amended to extend loans and guaranties not in excess at any one time 
of $3.5 billion— 
to aid in financing and to fecilitate exports and imports and the exchange of com- 
modities between the United States or any of its Territories or insular possessions 
and any foreign country or the agencies or nationals thereof. 

The act also provides that it is the policy of the Congress that the 
bank should supplement and encourage and not compete with private 
capital, and that loans, so far as possible consistently with carrying 
out the purposes of the act, shall generally be for specific purposes, and, 
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in the judgment of the Board of Directors, offer reasonable assurance 
of repayment. 

The management of the bank is vested in a Board of Directors con- 
sisting of four full-time Directors, appointed by the President by and 
with the advice and consent of the Senate, and the Secretary of State, 
ex officio. One of the members of the Board is designated by the 
President to serve as chairman. Not more than three of the five 
Directors may be members of any one political party. 

The staff of the bank, consisting of 125 persons as of January 19, 
1951, includes a vice president in general charge of the major profes- 
sional divisions, a vice president and treasurer, a secretary, with im- 
portant administrative responsibilities, a general counsel, and legal, 
accounting, engineering, economic, examining, private capital, and 
administrative divisions. 

In addition to the bank’s functions under the Export-Import Bank 
Act of 1945 as amended, by provisions of the Foreign Assistance Act 
of 1948, when it is determined by the Administrator for Economic 
Cooperation that assistance should be extended to a participating 
country on credit terms, the bank is authorized to make and adminis- 
ter the credit on terms specified by the Administrator in consultation 
with the National Advisory Council on International Monetary and 
Financial Problems. 

I think I can perhaps make that a little plainer by saying that it 
means that we administer the ECA loans. If we get a direction with 
respect to an ECA loan we draw up the contracts and put it on our 
books and attend to the collections. 

The Administrator and the chairman of the Board of Directors of 
the bank have entered into an agreement providing that the bank will 
issue as agent for and upon terms specified by the Administrator the 
guaranties of foreign investments which are extended under section 
111 (b) (3) of title I of the Foreign Assistance Act of 1948. Those, 
as I think the committee knows, are up to this point exclusively guar- 
anties of convertibility into United States dollars of returns on invest- 
ments abroad. 

The act provides that the bank shall be reimbursed for.its services 
in this regard. Although it is possible to secure reimbursement for 
direct expenses, it is impossible to do so for indirect expenses which 
would be classed as general overhead. This tends to increase the 
workload of the bank. 

There has been a slight increase in administrative expenses since 
1948 in contrast to greatly increased lending operations as evidenced 
by the sharp rise in interest paid to the United States Treasury during 
the same period. 

The Board of Directors believes that $965,000 is the rock bottom 
minimum limitation which should be established for 1952 and that 
any reduction of this amount might impair the bank’s ability to man- 
age and safeguard $34 billion of Government funds entrusted to it to 
administer. 

I do not think it is out of line for me to say that we asked for some- 
what more funds originally than we are now formally asking for in 
this presentation. 

That is all of the introductory statement, Mr. Chairman. 
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INCREASE IN NUMBER OF EMPLOYEES 


Mr. Gary. Now we will insert in the record the table appearing 
on page 12 of the justification, from which it appears that your total 
expenses for 1950 were $864,518, for 1951 $965,000, which are esti- 
mated, and your estimated total is the same for 1952. Your total 
number of employees in 1950 were 127, in 1951, 136, and for 1952 , 137. 

(The information referred to follows: ) 


Comparison of budget for administrative expenses 





| | 
ne |Fiscal year 1950,| Fiscal year 1951, | Fiscal year 1952, 
Objects actual | estimated ' estimated 


Persona! services__. ; $766, 796 $823, 765 $827, 000 
Travel. i 20, 535 47,610 | 48, 000 
Transportation of things. ---.-...-.--- 278 500 | 500 
Communications 7, 802 11, 000 11, 000 
I ke 2, 911 65, 000 65, 000 
Printing and reproduction - ea 6, 367 9,000 | 9, 000 
Other contractual services... ..........-....--..-..-.--- 9,012 11, 625 12, 000 
Supplies and materials.......__.. 3, 879 | 4, 500 4, 500 
| 





‘ 








; 877, 580 | 973, 000 | 
Deduct: eas for prior years ay Pst PR ol 





Total _- ; .| » 152 | br 
Deduct: | 








Number of employees (net after lapses) 

Loans outstanding at end of year 

Percent of expenses to loans. 

Net income for vear___- if ba at = 

Percent of expenses to net income 18 } 








Mr. Gary. How many employees do you have at the present time? 

Mr. SHrerwoop. One hundred and twenty-nine, Mr. Chairman, on 
the payroll at the present time. 

Mr. Gary. So you are not up to your authorized strength? 

Mr. Gaston. We are not up to our authorized strength; no, sir. 

Mr. Gary. Why is that? 

Mr. Gaston. Because we have had difficulty in getting just the 
people we want for the positions. The additional positions are all 
professional positions of high qualifications and the people are not 
sasy to get. We have lately taken on an additional economist, and 
we have taken on two additional engineers. We have some further 
professional positions of that class to fill. Aside from strictly clerical 
and stenographic help, our staff is highly specialized. Our examiners 
all have banking experience. Our accountants all have specialized 
accounting experience. We have engineers who are not only graduate 
engineers ‘with field experience, but “have special qualifications as we 
judge them in the type of wor k the ‘y are to undertake. And the same 
thing is true of our legal staff. 


EFFECT OF PRESENT EMERGENCY 


Gary. What effect do you think the present emergency will 

Pty on your operations? 
Mr. Gaston. I think, “Mr. Chairman, the effect will be to reduce 
the absolute amount of loans to be made in foreign countries for de- 
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velopmental purposes. It will probably increase the amount of our 
work, because we will have more of the strategic materials type of 
loans which in relation to amount will take a great deal of investiga- 
tion and a great deal of work. I think’ that the shortage of machine 
products particularly will limit the amount of development work that 
we would do. 

Mr. Gary. Just what is your function now with respect to strategic 
materials? 

Mr. Gaston. We are considering several applications for loans 
which have been worked up in discussion with the General Services 
Administration and the Munitions Board, and other people in the 
Government who are interested in stockpile and strategic materials 
requirements generally. There are situations where loans are required 
to install the equipment and machinery necessary to produce the 
materials. We have here on this list one that is an illustration of this, 
which by the way has not yet been made public. It is a proposed 
credit of $30,000,000 for the production of manganese ore in western 
Brazil, on the Paraguay River near the town of Corumba. It is a 
property on which concessions are held by some Brazilians. 

The United States Steel Corp. has formed a joint corporation with 
49 percent ownership by United States Steel and 51 percent owner- 
ship by the Brazilian interests, who originally held the concessions. 
The concessions will be turned over to the new company to operate. 
We are planning to supply all of the funds necessary for the equip- 
ment to produce stockpile manganese for the United States. The 
estimated amount at the present time is $25,000,000, and there is a 
provision there for escalation which will probably run it up to $30,- 
000,000. It includes mining machinery. This manganese ore of 
rather good quality is on a manganese mountain on the west side of 
the Paraguay River. It will be mined through tunnels, and stopes 
on two levels, and the necessary machinery will be installed to get it 
out and loaded aboard barges. 

There will be a terminal for barges. There will be some railway 
spurs to connect with the railway to get the material to the barge 
loading point. There will be a dozen towboats and some 68 barges 
to operate on the Paraguay and Parana Rivers, and a transshipping 
point to transfer to deep sea vessels down on the River Plata, prob- 
ably on Uruguayan territory. That is the type of thing we are 
interested in. 

Mr. Gary. Right there, manganese is necessary in the manufacture 
of steel? 

Mr. Gaston. Very necessary; yes. 

Mr. Gary. Our supply at the present time is so located that it might 
be cut off in the event of war; is not that correct? 

Mr. Gaston. That is correct. We used to rely very largely on 
Russia for our manganese. ‘The shipments of manganese from Soviet 
territory have dwindled to practically nothing, and we are now getting 
it from South Africa and India and other points which are probably 
more vulnerable, and the supply less reliable than it would be in 
South America. 

Mr. Gary. Then in order to insure a supply that we will need in 
manufacturing steel, you loaned $30,000,000 to this company? 

Mr. Gaston. That is right. 
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Mr. Gary. In order that they might install the proper machinery 
in Brazil? 

Mr. Gaston. That is correct. 

Mr. Gary. So that they can supply us in the event of war? 

Mr. Gaston. Yes, sir. By understanding with the Brazilian owners 
and with the Brazilian Government, United States Steel had made an 
arrangement with these Brazilian lessees and they would plan in any 
event to get out some manganese for their own needs. But to get 
out the quantity to provide what our people want for stockpile pur- 
poses they require a much larger installation and a special transpor- 
tation arrangement. 

Mr. Gary. Then when this plant is installed and operating they 
will furnish this Government and possibly other users with manga- 
ganese and from the sale of manganese to this country and to other 
pouste purchasers, they will repay the loan to the Export-Import 

ank. 

Mr. Gaston. Yes, sir; that is correct. We have a specific pro- 
vision in the proposed contract under which we will receive payment 
of 40 percent of the delivered price of the manganese direct to the 
Export-Import Bank for the satisfaction of its loan. 

Mr. Gary. What investigation has that project required, generally 
speaking? What have you done to investigate the soundness of that 
particular loan? . 

Mr. Gaston. We have had this thing in contemplation for pretty 
close to 2 years. They originally brought it to us with the idea that 
it was something for us to work out. e made it plain at that time 
that management had to be provided, that we could not run a trans- 
—- lme and we could not direct mining operations. There has 

een worked out at length an arrangement which we think is a satis- 
factory one with this mixed Brazilian-American company. United 
States Steel will nominate a technical director, and the understanding 
is that his technical direction will be followed in the actual manage- 
ment of the company, both in the mining operations and the barge- 
line operations. 

Our investigations have been very little on the ground because 
there is nothing to see on the ground but a mountain which contains 
manganese, that is, we have seen tested evidence of the existence of 
the manganese there. 

Mr. Gary. Did you send anybody down? 

+ Mr. Gaston. No; we sent nobody down. 

Mr. Gary. But they gave you reports. 

Mr. Gaston. Very extensive consultations with United States Steel 
people on this thing for some months. 

Mr. Gary. But do you have in your organization an expert capable 
of analyzing these reports, and determining whether or not you are 
going to get a proper ore and so forth? 

Mr. Gaston. Yes. We work right back to the original borings, 
and estimates by competent engineers as to the quantities concerned 
there. Our people work out the figures, of course, independently. 

Mr. Gary. In some instances you do send your engineers to the 
scene? 

Mr. Gaston. In many instances we do send our engineers to the 
scene. 
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We have had some very competent engineers. We had as our 
mining engineer when we first started consideration of this proposi- 
tion a man who later was stolen from us by the Atomic Energy 
Commission. We have another very competent man who is just 
about to leave for Argentina to investigate on the ground a tungsten 
operation coupled with a sulfur operation. 

Mr. Gary. Is that in connection with the loan you are giving? 

Mr. Gaston. This is a request for a loan, a proposal for a loan. 

Mr. Gary. That is what [ mean. He is going down for you as a 
representative of the Export-Import Bank. 

Mr. Gaston. Yes. He is going to take with- him the minerals 
attaché from Rio. They have lately designated a minerals attaché 
at the Embassy in Brazil, and this man is going with our man to 
Argentina to look into these wolfram deposits, to see what they amount 
to, and whether the applicant’s own showings of the availability of 
material and costs will stand up. At the same time our engineer is 
zoing to investigate a natural sulfur proposal by the same man. It 
involves the mining of volcanic sulfur deposits under the ice in the 
Andes. Sulfur has become a very precious commodity. 


SCARCITY OF SULFUR 


Mr. Gary. I have recently received several communications from 
some of our fertilizer people in Virginia. They are very much con- 
cerned over the sulfur situation. They cannot get sulfur to make 
sulfuric acid, which is a very essential element of fertilizer. This 
situation vitally effects our farming output. 

Mr. Gastron. That is quite true. 1 suppose that the greatest in- 


fluence in depleting the supply of sulfur has been the demand for 
sulfates for fertilizer. There has been a tremendous increase in the 
demand of sulfates for fertilizer and suddenly the market has awakened 
to the fact that there is a terrific shortage of sulfur. The United 
States has always been an exporter of sulfur. 

As perhaps you know, England has in the last few months been 
crying for sulfur so she can keep her essential industries moving, be- 
cause sulfuric acid is used in such a wide variety of industry. It is 
one of the prime things in many industrial processes. We have a 
sulfur proposition in Mexico which we are now considering, which 
means mining by the so-called Frasch process of extraction of under- 
ground sulfur from a so-called sulfur dome. That is down in the 
Isthmus of Tehuantepec. 


SCARCITY OF METALS 


Mr. Gary. You started to mention some others. 

Mr. Gastron. Of course, this thing that we have listed here—the 
zinc—has close relation to essential material. Zine is getting short 
in supply and that is one of the principal reasons for this loan to 
Cerro de Pasco for a zinc refinery in Peru, in the amount of $20,800,000, 
The company has been mainly a copper-mining company and its mines 
are in the Andes. It is a rather large investment, but we think, and 
they think, it justified by the prospects with respect to zinc. 

We have been looking at cobalt in Canada. We have had some of 
our own men up there. That is a rather difficult proposition to work 
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out. The probability is that we will work something out. But the 
cobalt mining projects are scattered there in the region of Cobalt, 
Ontario. The problem is to get a refinery which can turn the metallic 
cobalt out at somewhere near the market price, at a price the stock- 
pile pecple can buy. On the present market without any guarantees 
or loans, nobody is apparently very enthusiastic about going ahead 
and building cobalt refineries. 

Mr. Gary. Are you doing anything with reference to chromium? 

Mr. Gaston. I do not know anything about that. Do you know 
anything about that, Mr. Sauer? 

Mr. Saver. We have not been approached about that. We have 
discussed nickel, too. 

Mr. Gaston. Mr. Sherwood reminds me that we did make a loan 
for the purchase of some equipment for a chrome mine in Turkey. 


POINT 4 PROGRAM 


Mr. Gary. You referred to the fact that you handle the ECA 
loans. Will any of the point 4 program come through your bank? 

Mr. Gaston. Only to this extent, Mr. Chairman. [In the first 
place, the point 4 thing, as I have said a number of times, is a state- 
ment of policy, more than it is a program, to encourage the develop- 
ment of undeveloped countries. The sort of thing we have been doing 
for several vears is directly in that line. Our loans are made generally 
for economic development, and unless a loan does contribute substan- 
tially to the economic development of a country we do not make it. 
So that the purpose of our loans is perfectly in harmony with point 4. 
They have in the State Department what is commonly known as the 
point 4 set-up, which is the Technical Cooperation Administration 
under Dr. Bennett, formerly of Utah State College. That organization 
administers certain grant funds made available to the State Depart- 
ment, and cooperates with the United Nations in grants for technical 
aid and advice. That includes industry, agriculture, health, and quite 
a variety of projects. Those are grant funds. 

Now they also will make funds available for economic surveys 
and in many cases I think it is very likely that these economic surveys 
will result in requests of us for loans to develop the resources revealed 
by the economic surveys. 

Mr. Gary. You state, I think very properly, that point 4 up to this 
point is more an expression of policy than a program. That is one 
reason it has been rather difficult to secure substantial appropriations 
from the Congress, because there has not been a definite program. 
It is my understanding, however, that they are now working on a 
program. The President has appointed a commission, headed, I 
think, by Mr. Nelson Rockefeller, and they are making quite an 
exhaustive study of the policy with the idea of presenting a program. 
I am told that the program will be presented in the very near future. 

Mr. Gaston. I did not want to say anything derogatory of the 
program or its administration. What I intended to say was that 
point 4 is a statement of national purpose which covers more than 
technical aid to be provided by the Technical Cooperation Adminis- 
tration and the United Nations. 1 think insofar as the funds available 
permit, they are laying out excellent programs for assistance and for 
giving economic and technical advice. I think it quite likely that 
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those will result on applications to us for loans and the International 
Bank for loans, and it may be that those applications will be beyond 
our ability to meet in view of the metanal shortages that will exist 
from now on. We shall have to look at everything, from the stand- 
point, I think, almost as in war: Does this contribute to the general 
defenses of the Western World. 

Mr. Gary. I did not understand your remarks to be at all critical, 
but it was very properly stated that up to this point it has been a 
question of policy. But it is my understanding that a definite pro- 
gram is going to be submitted in the very near future. 

Mr. Gaston. An enlarged program, sir, a more detailed program. 

Mr. Gary. A more detailed program. They are trying to draw 
some blueprints by which the policy may be carried out. 

Mr. Gaston. Yes; we have talked to Dr. Bennett, who is now on a 
tour of Latin America, and we have had a number of conversations 
with Mr. Rockefeller, and the people working with him on what they 
propose. 

LOSS OF FUNDS 


Mr. Gary. My recollection is that your testimony last year showed 
that you had a very exceptional loss experience. 

Mr. Gaston. The situation, Mr. Chairman, is about the same now 
as it was last year. As far as normally acknowledged losses are 
concerned, they are very minimal. They amount to around $250,000 
on a total output of funds over the period of operations of the bank of 
in excess of 2% billions. There are some losses which we may antici- 
pate, which have not formally been placed on the books. 

Mr. Gary. What reserves have you set up for losses? 


Mr. Gaston. We have reserved all of our profits since 1945. They 
are estimated at more than $230,000,000. 

Mr. SHERWOOD. $252,000,000 is estimated as of the close of this 
fiscal year. The amount at this moment is $232,000,000. 


PROGRAM HIGH LIGHTS 


Mr. Gary. I think the table appearing on page 18 of the justifica- 
tion will give us the information we want, and we will insert that table 
in the record at this point. 

(The information referred to follows:) 


Program high lights 
[Millions of dollars} 





E 





Loans outstanding, June 30 

Uncommitted lending authority, June 30 

Disbursements of loan authorizations 

Total repayments and interest received 

Net effect on Government budget. -_-_........-- 

Administrative expenses ___....._...........-.--- 
MORIN hi Sa sainec dul tas eden si = 
Earned surplus reserved for future contingencies__-_............----- 
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SAVINGS IN ADMINISTRATION EXPENSES FOR 1951 


Mr. Gary. It appears that you saved about $82,000 in 1950. Do 
you have any estimated savings for 1951? 

Mr. SHerwoop. The Bureau of the Budget set aside a reserve of 
$50,000 in September. Our general expenses, our travel, and appoint- 
ment of some of the professional personnel we needed have raised our 
expenses so that this reserve has now been reduced to $34,000. 

However, the present annual rate of expenditure is $948,000; that is, 
the current annual rate with our present staff. 

If I may, Mr. Chairman, I would like to supplement Mr. Gaston’s 
statement in reply to your question as to why we only had 129 and 
we are booked for 136 this year. In addition to the reason given by 
him that we have difficulty in getting the right kind of personnel, 
with the prospect of our limitation next year being only $965,000, 
the same as this year, we have to exercise great care not to reach an 
annual rate this year which would throw us over next year. In other 
words, we are restricted from using all of this year’s funds for employ- 
ing all the necessary people that we feel we need with our increased 
lending operations. 

Mr. Canrietp. Mr. Gaston, will you give us the names of the 
directors of the Export-Import Bank of Washington? 

Mr. Gastron. Yes. Besides myself and Mr. Arey, who is Vice 
Chairman, the other two members are Mr. Lynn U. Stambaugh and 
Mr. Clarence E. Gauss. Mr. Gauss is former Ambassador to China 
and Minister to Australia. 

Mr. CanFieLp. What is the salary of the Directors? 

Mr. Gastron. $15,000 and $16,000 for the Chairman. 

Mr. Canrretp. You say that the bank does not receive appropria- 
tions but operates on funds authorized to be allocated out of its 
current profits, which are estimated at $51,000,000 for the next fiscal 
vear? 

" Mr. Gaston. Yes; that is correct. We do not receive appropria- 
tions as such. We receive allocations to employ our funds for admin- 
istrative expenses. 

Mr. Canrreup. Your lending authority is what? 

Mr. Gaston. Three and a half billions. 

Mr. CanFreLp. You tell us today, Mr. Gaston, that the present 
international situation may cut down your foreign operations, which 
I understand make up the larger part of your work. 

Mr. Gaston. Our work is all foreign operations, Mr. Canfield. It 
will perhaps change the character of our loans and may cut down their 
absolute amount, because of inability to purchase machinery in the 
United States. 

Mr. CanrreLp. The President’s request for lending authority of 
$1,000,000 ,000 additional is directed toward the financing of strategic 
material development? ? 

Mr. Gaston. I would not say it was solely directed toward that; 
no. You see, we have around $500,000,000 left of our present lending 
authority, and it seems to us desirable—we have considered it to be 
desirable—that there should always be a substantial reserve to meet 
any emergency; that is, such emergency as has occurred in the past 
where it is necessary for the United States to act promptly in an inter- 
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national situation. We have thought that there ought to be a pro- 
vision for additional leeway for foreign loans in excess of the limita- 
tion we now have. I do not anticipate that our foreign lending will 
cease, but the number of loans will possibly decrease. Whether the 
absolute amount will increase or not, it is hard to say. 

Mr. Canripip. Have you made any loans whatever to the Republic 
of Korea? 

Mr. Gaston. We have made no loans to Korea; no, sir. 


STATEMENT OF LOANS AND CREDITS TO SOVIET UNION, SATELLITES, ETC. 


Mr. CanFievp. I| would like to ask as one member of the committee, 
Mr. Gaston, that you place in the record at this point the status of 
all loans made to the Soviet Union or any of the so-called satellite 
countries, including also China; that is, a short statement of the status 
of those loans. 

Mr. Gaston. Very well, sir. 

(The information referred to follows: ) 


STaTEMENT OF Loans AND AvuTHoRIzED CrepiTs TO THE Sovier Union, Its 
SATELLITES, AND CHINA 


SOVIET UNION 
No credits have been authorized by the bank for the Soviet Union. 


CZECHOSLOVAKIA 


The bank authorized a cotton export credit to the Prague Credit Bank on 


October 8, 1945, in the amount of $20 million, and also a tobacco export credit 
line of $2 million on July 31, 1946. These loans were repaid in full in 1949. 


POLAND 


The bank authorized a line of credit of $40 million to the Republic of Poland 
for coal cars and locomotives on April 24, 1946. The full amount of the loan 
was disbursed and will be repaid in 40 semiannual installments beginning January 
15, 1952. Interest payments are current. 


CHINA 


No credits have been authorized by the bank for Communist China. 

In the past, the bank has authorized credits in the amount of $151,943,329 to 
the Republic of China, of which $4,550,357 was canceled. The balance of 
$147,392,972 was paid in full. 

The outstanding balance of current loans to China amounts to $36,689,729. 
These credits are as follows: $20,000,000 to the Universal Trading Corp., guar- 
anteed by the Bank of China, in March 1940, of which $17,700,000 has been repaid. 
Five credits were extended to China in February and March of 1946, aggregating 
$33.8 million, to finance the purchase in the United States of a limited number of 
ships, railway and coal-mining repair materials and equipment, and auxiliary 
power plants. The individual credits are as follows: (1) 10 coastal cargo vessels, 
$4,243,750; (2) 16 cargo vessels, $2,600,000; (3) railway repair equipment, 
$16,650,000; (4) 10 auxiliary steam power plants, $8,800,000; and (5) coal-mining 
equipment, $1,500,000. Disbursements under these credits totaled $33.2 million 
of which $384,830 was repaid on the coastal cargo vessels line. The terms of 
these credits vary, but in general they are repayable in semiannual installments 
over periods from 10 to 25 years. 

An allocation of $1,566,700 was made in 1948 for the export of material and 
equipment for the construction of a nitrogenous fertilizer plant, upon application 
o the Yungli Chemical Industries and under the terms of a $16 million credit 
authorized to that firm in March 1945. Disbursements of $1,557,643 were made 
by the bank and that balance is still outstanding. The balance of the credit 
amounting to $14,442,357 was allowed to lapse by the bank on December 31, 1950. 
The bank refused a request to extend this credit for a period of 2 years. 
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DELINQUENT LOANS-——REPUBLIC OF CHINA 


Principal of $147,170 and interest of $112,477 is delinquent under the line of 
credit for the 10 coastal cargo vessels. These delinquencies pertain to eight of 
the vessels. Payments due on two of the vessels are current. 


Interest amounting to approximately $1.3 million is in arrears on the other 
loans to the Republic of China. 


DAILY SUMMARY OF LOANS 


Mr. Gary. How long has the bank been in existence? 

Mr. Gasron. Since 1934. Under the present law, and the present 
Board of Directors, it has been in operation since 1945. The act was 
effective July 1945, and the Board was not completed until December 
1945. 

Mr. Gary. I wonder if you could give us the total loans since then, 
and the repayments. 

Mr. Gaston. The total loans made in the whole life of the bank? 

Mr. Gary. Yes. 

Mr. Gasron. | have a statement right here. It is $5,086,000,000 
of authorizations. The disbursements have been $3,271,000,000, and 
the repayments have been $1,027 ,000,000. 

I would be very glad to have that in the record, because we some- 
times see the statement made that intergovernmental loans are not 
repaid. 

Mr. Gary. May we put this table in the record? 

Mr. Gaston. Yes. 

Mr. Syerwoop. Mr. Chairman, here is a daily statement that we 
put out. 


Mr. Gary. We will insert the table in the record at this point. 
(The information referred to fellows:) 


Daily summary of loans, cumulative from Feb. 12, 1934 


Europe Asia Latin America Other ! 


Authorizations $2, 313, 459, 809. 91 $810, 303, 061. 04 $1, 558, 200, 964. 91 $404, 306, 561. 47 $5, 086, 
Advances by partici- 
pating banks 111, 283, 670.00 14, 000, 000. 00 7, 099, 904. 09 
Cancellations and ex- 
pirations - 108, 255, 767. 58; 207, 969,439.03) 453, 836, 695.91; 196, 960,000.00, 967, 021, 902. 52 
Disbursements... __- 278, 897. 27; 334, 540, 132. 98 708, 399, 197.15) 197, 175. 251. 24 276, 398, 478. 64 


251. 24) 3, 
1, 028, 675, G09. 73 
2, 


Repayments. ___.__. 315, 229, 618. 80) 2/8, 940,482.47) 312, 440, 452. 66; 182, 065, 055. 80 
Outstanding loans , 721, O49, 278.47) 115, 599,650.51! 395, 958, 744.49) 15, 110, 195. 44 
Undisbursed author- 

izations__...__.- 57, 641, 475.06) 253, 793, 489. 03 388, 955, 167.76 10, 171, 310. 23 710, 561, 442. 08 


247, 717. 868. 91 


Total undisbursed 
authorizations | 
plus outstanding 
SS, Bee 1, 778, 690, 753. 53) 369, 393, 139. 54 754, 913, 912.25) 25, 281, 505.67) 2, 958, 279, 310. 99 





1 Rest of world and credits which cannot be identified with any particular area. 





CREDITS TO SAUDI ARABIA 


Mr. Canrievp. I notice in your statement of new credits authorized 
between July and December you have $15,000,000 for Saudi Arabia. 

Mr. Gaston. Yes. 

Mr. Canrietp. May I ask what that is for? 

Mr. Gaston. That is for a variety of public works, mostly highway 
work and some port facilities. 
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Mr. Canrietp. The reason I ask that question, Mr. Gaston, I may 
be a little naive, but I thought the exchequer of Ibn Saud was rather 
well taken care o!, and I wondered why he needed a credit of this kind 
from our country at this time. 

Mr. Gaston. I think the exchequer is well taken care of in the form 
of annual payments from Aramco. No doubt Ibn Saud Wished to 
anticipate, by means of loans, improvements that he did not feel able 
to make out of current receipts. 

Mr. Canrietp. We were told quite recently through announce- 
ments in the press that Aramco’s royalties were up considerably— 
millions and millions. 

Mr. Gaston. Yes. 

Mr. Canrietp. I do not know what Ibn Saud’s annual budget is, 
but it cannot be extremely large. 

Mr. Gaston. Neither do I, Mr. Canfield. 

We have reasonable assurance, we think, of the repayment of Ibn 
Saud’s loans. 

YUGOSLAVIA 


Mr. Canrie._p. What is the credit picture respecting Yugoslavia at 
this time? 

Mr. Gastron. The picture with respect to Yugoslavia is that we 
have made three separate credits, two of twenty million each, and a 
third of fifteen million, all originally intended for capital improve- 
ments. However, because of the crop shortage there, and their dire 
need for food, we have diverted substantially 11 million of the last 15 
million for purchase of food supplies. We have done it on the belief 
that Yugoslavia’s economy has the inherent earning capacity to service 
these loans. The bulk of our loans has gone for capital improvements, 
principally for the nonferrous metal mines which should more than 
earn their way. 

IRAN 


Mr. CanFieLp. How about Iran? 

Mr. Gaston. The situation about Iran is that we have been trying 
to make them a loan. We sent a delegation to Iran which looked 
into the situation there and decided on certain projects that seemed 
to us wholly justifiable, and would contribute something to the im- 
provement of the Iranian economy in the way of roads and agri- 
culture. Subsequently, the Lranian Government sent three rather 
able representatives over here to confer with us, and they agreed on the 
details of the projects and agreed on the terms of a contract, and that 
contract was sent by cable to Lran, and has not yet been accepted. 

Mr. Canrietp. There is great tension in Iran at the present 
moment. 

Mr. Gaston. That is right. I think I would not go beyond what 
I have said on the record. 


CREDITS TO ISRAEL 


Mr. Canrie.tp. Mr. Gaston, what is the situation with respect to 
credits to the new Republic of Israel? 

Mr. Gaston. The situation with respect to those credits is that we 
disbursed practically all, I think, of the $100,000,000 credit, and we 
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made a further $35,000,000 credit for an extension of their agricultural 
program. We have been engaged in allocating that credit, for very 
necessary improvements. It is to extend acreage and to improve 
production on existing farms, and we think it is a very urgent thing 
so far as taking care of the existing population there is concerned. 
From the payment standpoint, we realize, I think as everybody knows, 
that Israel will have to depend on very substantial receipts from 
abroad to meet its external payment liabilities. The prospects are 
very good they will get them. 

Mr. CanFie_p. One other country, Mr. Gaston, and that is Spain. 

Mr. Gaston. We have made nothing on our own account, but: 
under instructions from the ECA we have listed here some credits for 
Spain in the amount of $14,000,000, including 3% million dollars for 
tractors and spare parts, besides cotton, fertilizer, and enlargement 
of a fertilizer factory. That is being done under the authority of the 
ECA, and the ECA is acting under the authority of and express 
direction from the Congress for the use of loan funds. 

Mr. Canrretp. Mr. Gaston, do you feel that you will need $48,000 
for travel expenses this new fiscal year? 

Mr. SHERwoop. Our present rate is $40,000 this year, which is 
double what we did last year, virtually. We did $23,000 worth last 
year. The first 6 months of this year it was $20,000. 

Mr. Gaston. We are getting into a stage on some of these remote 
loans where we think that a critical inspection of what they are doing 
is extremely desirable. I refer to Indonesia. We have not yet been 
able to send anybody to Indonesia. I refer to countries in Latin 
America, Brazil and Argentina. We are sending a man today to 
Afghanistan. We have a large credit, and have had nobody on the 
ground at all, because we have not had amantosend. We are sending 
a man today whom we recently employed from the West, an engineer 
named Kohler. He is going out to a pea today. If we get 
going in Iran, as I rather think we will, we will need to do some 
traveling out there. I suspect this, that our new loans for develop- 
ment will be pretty largely in remote countries where a maximum of 
supervision is desirable. The value of our loans is, I think, not merely 
the materials that we ship. I think they would in some cases be 
merely a corrupting influence if we just let them have the money 
and use it as they saw fit. I think a large value of the loans is the 
advice we may be able to give. 

Mr. Canrietp. What was your request of the Bureau of the 
Budget for fiscal 1952? 

Mr. Gaston. The origimal request was $1,142,000. That was 
amended by the Bureau to $1,070,000, and that was further amended 
when this rigid economy order went out to $965,000, where our re- 
quest now stands. I think it applied generally to the nondefense 

encies. We have not had ourselves classified as a defense agency, 
leas I think in view of our strategic-material work we, would be 
rather well justified in claiming it. 

Mr. Canrieip. I want to compliment you, Mr. Gaston, and your 
organization, for avoiding that type of sublintty that another lending 
agency of the Government has suffered in recent months. 

Mr. Gaston. We thank you for the compliment. 


79961—51——26 
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Mr. Passman. Mr. Gaston, you mentioned in your statement that 
you experienced some difficulty last year in obtaining just the men 
you needed to fill gaps in your organization. 

Mr. Gaston. Yes. 

Mr. Passman. You stated that your standards are rather high. 

Mr. Gaston. Yes. 

Mr. Passman. Does that apply to your clerks? Do you screen 
them all on that basis? 

Mr. Gaston. Our clerks, stenographers, file clerks, go through the 
ordinary process that applies to any Government agency, I would 


say. 

Mtr, PassMAN. It is an inspiration to sit here and read your reports. 
It must be a great deal of personal satisfaction to you to know that 
you do have such an efficient organization. 

Mr. Gaston. It is. 

Mr. PassMan. Last year after hearing your justification I took back 
to my office data that you furnished us, and I became convinced of the 
efficiency of the Export-Import Bank and its management. I cer- 
tainly think that congratulations are in line. It is to be regretted 
that we do not have more agencies operating at such high efficiency, 
because the agency hearing that will follow this one, and I do not 
think you can blame the Department, deals with a revenue-producing 
department, and its net operating deficit for the present fiscal year 
will be in excess of half a billion dollars. I refer to the Post Office 
Department. So I repeat, it is an inspiration to know that we do have 
one agency operating so efficiently which screens its personnel to 
bring about that system. 

Mr. James. Mr. Gaston, I would like to refer back to your state- 
ment just for clarification. I just want to get the meaning of what you 
said clear: ‘‘you have said the bank is the seeker and not the sought,” 
and in the following paragraph you have said: 

We have not thought we were warranted in merely sitting and waiting for projects 
to be brought to us where the defense interests are so closely concerned. 

Does any part of your staff make exploratory efforts looking for 
oans? 

Mr. Gaston. That perhaps creates a false impression. What I 
mean is this: That under Mr. Sauer’s direction, he and one of our 
economists and other members of the staff have sought out people in 
the Government and talked to them about this strategic-material 
supply situation, and have asked where we could be helpful in an 
endeavor to work out with them things as to which we might fit in and 
do something. We have not gone into the field to solicit loans. That 
is something we have never done. 

Mr. Gary. That statement relates only to the defense loans? 

Mr. Gaston. That statement relates only to strategic materials, 
to defense items. It relates only to our operations within the Govern- 
ment to find out where we could be helpful and to what extent. 

Mr. James. The sense of that is that you would be more than 
commonly interested in suggestions brought to you, for instance, out 
of the point IV or like program, but which your staff does not solicit? 

Mr. Gaston. Yes. I have said we do not send people into the 
field. That is not entirely true. We have sent people up into Canada 
to look into the cobalt situation, because we had heard only vague 
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statements as to what the cobalt situation was, and we had applica- 
tions from people who looked like nothing more than promoters to 
us. We went up there and looked into what it might be possible for 
us to do. I think perhaps we can work something out there, although 
we have not done that yet. 
._ Mr. James. But the bank as such does not seek out projects in 
which to place loans. 

Mr. Gaston. No, sir. 

Mr. James. I thought the language was a little ambiguous. 

Mr. Gaston. I think it probably 1s. 

Mr. James. Thank you. That 1s fine. 

Mr. Gary. Thank you, sir. 

Mr. Gaston. Thank you, Mr. Chairman and members of the 
committee. 
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